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commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management . .. makes a basic contribution to financial security and 


sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
CREDIT INDEMNITY COMPANY of New York... 
Dept. 42 Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 
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Protect your investment in accounts receivable 


American 
Credit Insurance 


ANY ACCOUNT...NO MATTER HOW GOOD...1IS BETTER WITH ACI 
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From first quarter to last: 


FULL PROFIT CYCLE 
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In the world of business figures, the rewards come 
to those who find the most profit-making minutes in 
each month 

Month in, month out, from first quarter to last, ad 
vanced Monro-Matic’ calculators are achieving the full 
profit cycle for well-managed companies like 


UOC rn 


Wouldn't this month be u good time for you to explore 
the time-saving, profit-building potential of the world's 


most automatic calculator? 
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See the MAN from MO 
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Monroe Calculating Machine Company of Canada. Ltd.. Toront i+) 
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Offices throughout Canada ee 
DATA PROCESSING MACHINES 


a MONROE | 4 DIVISION OF LITTON INDUSTRIES 





Company Treasurers- 


We can help you keep your short term 


funds working. Call us for information on: 


V Treasury Bills 

V Government Bonds 

V Notes of Finance Companies 
V Notes of Leading Corporations 


McLEop, YounG, WEIR & COMPANY 


LIMITED 
50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 











THE AFFAIRS OF: 


When filled out, this booklet becomes 

a complete, convenient record of all matters 

concerning your client’s estate— 

location and dates of documents, insurance 

policies . . . what securities are held, etc. 
In the event of the client’s death, 

or in an emergency arising during 

his absence from home, the booklet tells 

you and his family all you need to know 

to be able to act swiftly and effectively. 
For free copies, simply ask the manager 

of any Bank of Nova Scotia branch, 

or write 


The BANK of NOVA SCOTIA | & 


General Office: 44 King Street West, Toronto Gen 
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J. H. SMITH (page 189) 

In these times of vast industrial 
growth and rapid change, manage- 
ment is one of the most taken for 
granted and least understood of our 
institutions and yet, on its skill, com- 
petence and responsibility depend 
our Own economic prosperity and per- 
haps the future of western society as 
a whole. What then is management 
and what does it do? To find the 
answers to this and related questions 
and because of the critical importance 
of the business of management, The 
Canadian Chartered Accountant be- 
gins in this issue the first of a series 
of articles on the management func- 
tion, its objectives and organization 
structure. The articles will throw 
some light on the principles of man- 
aging a business and will present 
what the Editors believe to be the 
most comprehensive analysis yet to be 
published in this journal on the re- 
sponsibilities of management. In the 
first article “The Function of Man- 
agement”, J. Herbert Smith outlines 
some basic principles in the practice 
of management and shows how his 
company is organized to form a top 
management team. 

Mr. Smith is president and a mem- 
ber of the Board of Directors of Can- 
adian General Electric Company and 
a prominent member of the engineer- 
ing profession. He has spent his en- 
tire working career with Canadian 
General Electric and is the first Cana- 
dian-born president of the company 
elected since 1924. Before the war, 
he worked on engineering assignments 





in the company’s Peterborough and 
Hamilton plants, and since 1945 he 
has held senior positions in the Hamil- 
ton, Peterborough, Montreal and To- 
ronto offices. He was elected a vice- 
president in 19538. He is a former 
president of the Association of Profes- 
sional Engineers of Ontario and last 
year was appointed to the governing 
council of the association. He is a 
member of the Engineering Institute 
of Canada and represents his profes- 
sion as a member of the Senate of the 
University of Toronto. 


E. C. WILBURN, C.A. (page 195) 


The working papers of the account- 
ant play a crucial role in any situa- 
tion where audit work is under re- 
view. They constitute a record of the 
work performed; they contain infor- 
mation that may be required in litiga- 
tion and they provide data of a per- 
manent nature, available at all times, 
for quick reference. Eddie C. Wil- 
burn, author of “Organization of Au- 
dit Working Papers”, believes that a 
well-planned procedure for organizing 
and indexing working papers is neces- 
sary in every accountant’s office so 
that the files are uniform in order and 
content. His article deals with the 
procedures for handling these vital 
records so that, when anything im- 
portant is questioned, a source of ref- 
erence is readily available. 


Mr. Wilburn is a partner in the To- 
ronto office of Deloitte, Plender, Has- 
kins and Sells. He was formerly as- 
sociated with Crowell, Balcom and 
Company, Halifax and is a member 
of the Institutes of Chartered Ac- 
countants of Nova Scotia and Ontario. 
He is also a member of the National 
Association of Accountants. 


G. H. CHENEY (page 202) 


When the government buys large 
quantities of material and equipment, 
Continued on page 178 
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This amazing automatic caiculator 
—the Marchant Deci-Magic 


... is the calculator anyone can learn to use, in 
minutes! You'll notice the benefits right away— 
less learning time . .. and the happiest calculator 
operators you’ve ever had! 


Only the Deci- Magic makes figurework this easy! 


You just “write” the problem in the keyboard as 
you would on paper. Then the Deci+ Magic takes 
over with completely automatic clearance, dial 
positioning and carriage shifting, and delivers 
your answer with the decimal point in the right 
place, automatically! Anyone can do it! See for 
yourself. Call any Marchant office. Or write, on 
your business letterhead, for full information. 


MARCHANT CALCULATORS, LTD. 


26 DUNCAN ST., TORONTO 2-B, ONT. 
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Modern Management 
Counts on Marchant 








PICK YOUR POCKET 


(or briefcase) to carry an 


© {STU Rubber Stamp PAD 


Permanently Inked 
No ink to buy, carry or apply 
Self inking. Always ready for 
use. Easy on stamps. In 5 
standard colours—Purple, Black, 
Blue, Red and Green. 

No. Each Doz. 
314"x2” R21-32 .95 $10.45 
4146"x2%” R21-42 1.85 14.85 
6 3/8”x84%4” R21-68 1.95 21.45 

AT G & T STORES 
Phone Orders: Toronto HI 4-1111 
Hamilton LI 4-2851 
Mail Orders: 33 Green Belt Dr., 
Don Mills, Toronto 


[;RAND arena 


Ce ee) 


OFFICE SUPPLIES ¢ PRINTING 
BUSINESS FURNITURE 
ni TORONTO HAMILTON 
' “Everything For Your Office” 





Excise Tax Ruling 
Officers 


required by 
Department of National Revenue 
Ottawa 


$7,500 - $8,580 


The persons selected will assume senior 
responsibilities relating to the admin- 
istration of the Excise Tax Act and 
Regulations. 


Candidates must have membership in 
good standing, through examination in 
a recognized professional accountants’ 
association and subsequent diversified 
experience in the office of a profes- 
sional accountant engaged in public 
practice. 


For details, write to 


CIVIL SERVICE COMMISSION, 
OTTAWA 


Please quote competition 59-684. 





Continued from page 176 


it must satisfy itself that the accounts 
of the contractor concerned properly 
reflect costs, for it is on the findings 
of the government auditor that final 
payments are based. This branch of 
auditing is nothing new, but, as Gor- 
don H. Cheney points out in his 
article “The Role of the Government 
Auditor in Defence Contracts”, fresh 
problems of cost determination occur 
all the time and government authori- 
ties have been encouraging contrac- 
tors to improve their cost accounting 
methods in relation to the constant 
changes in modern defence require- 
ments. The author deals principally 
with the responsibilities of the Treas- 
ury auditor and in writing on this 
subject we believe that he will be 
providing many business men with a 
better understanding of the govern- 
ment auditor’s work. 


A member of the Canadian Civil 
Service for over 31 years, Mr. Cheney 
has had extensive auditing and ac- 
counting experience in a number of 
government departments. At the start 
of World War II, he helped to orga- 
nize the Cost Inspection and Audit 
Division of the Federal Department 
of Finance. In 1945 he became as- 
sistant director of the division, and 
two years later was appointed its di- 
rector. 


J. N. FALKNER (page 209) 

Many companies today are leasing 
their properties. Others are consider- 
ing doing so. There are advantages 
and disadvantages of leasing as op- 
posed to buying and in “Purchase- 
Lease Financing”, J. Newark Falkner 
discusses the effect on the return on 
capital employed and other considera- 
tions regarding this type of financing. 
He points out that while it is no “cure- 


all”, it can prove of considerable value 
Continued on page 180 
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LOW COST 





Versatile Accounting Machine 


For less than 70¢ a day* you can have... 


@ Customer’s statement and ledger 
posted, balanced and automatically 
proved accurate in one operation. 


@ Early mailing of statements which 
speeds collections . . . accounts are 
always in balance and consequently 
statements are always ready for 
mailing. 


@ Time-consuming checking opera- 
tions are eliminated ... a trial 
balance may be taken at any time. 


@ Up-to-the-minute accounts receiv- 
able control producing accurate 
credit information. 


@ Instant conversion to duplex add- 
ing machine. 


@ Column selection is varied from 
one line of posting to another by 
simply moving the lever on the key- 
board. Even a change to a widely 
varying application takes a matter 
of seconds—-a quick switch of the 
control plate by the operator. 


*interest on investment—depreciation—all-expense maintenance 


underwood 
nderwood Ltd., Adding and Accounting Machine Sales, 


a 5 
post-mas fer ) ! 
1 ees casera! 


135 Victoria St., Toronto 1, Ontario. 
Send me full information, proving that the Post-Master 
“92” will really cut my accounting costs. 





CCA-3-80 
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to those who need to raise substan- 
tial capital for expansion or corporate 
purposes. This study, we believe, 
should be of particular interest to ac- 
countants who are being asked to eval- 
uate the relative advantages of owner- 
ship and leasing. 


Mr. Falkner has had many years 
experience in this type of investment. 
From 1932 to 1950 he held a number 
of positions in the mortgage loan and 
real estate investment department of 
the Prudential Insurance Company of 
America’s Montreal office. For the 
past nine years he has been associat- 
ed with the company’s Toronto offices 
and currently holds the title of asso- 
ciate investment officer. 


H. F. SIMON, C.A. (page 214) 
In “Accounting for Cooperatives: 
A Case History”, Hartley F. Simon 


describes the mechanized accounting 
procedures of a wholesale cooperative 
in western Canada whose sales exceed 
$50 million a year. Cooperative en- 
terprise plays an important role in the 
marketing and service sectors of the 
Canadian economy, and while its pri- 
mary function is to provide a market- 
ing service at low cost to its mem- 
bers, there has been increasing recog- 
nition in recent years of its ability to 
assist in combatting the constantly in- 
creasing cost of living. In this type 
of enterprise the accounting system is 
of prime importance, says the author, 
because from it comes much of the in- 
formation needed to gain a proper 
perspective of the entire business op- 
eration. 


Mr. Simon is audit division manager 
of Federated Cooperatives Limited of 
Saskatoon. The company supplies ap- 
proximately 500 consumer-owned re- 
tail cooperatives in Manitoba and Sas- 


katchewan, he says, and in addition to 
basic agricultural products, specializes 
in lumber, coal and petroleum. Mr. 
Simon is a member of the Institute of 
Chartered Accountants of Saskatche- 
wan and is currently president of 
the Saskatoon Chartered Accountants 
Club. 


EDITORIAL (page 187) 

It is sometimes forgotten that public 
relations in a professional practice is 
just as important as it is in business. 
Professional men cannot advertise or 
solicit business. They must rely upon 
satisfied clients as their principal 
source of new engagements. Failure 
to appreciate the value of public rela- 
tions, therefore, and a lack of under- 
standing as to their meaning, may 
limit the opportunity of the account- 
ant to serve to the full measure of his 
capacity. This month’s editorial “Pub- 
lic Relations and the Accounting Pro- 
fession” brings out a number of ideas 
from the mind of Leeds M. Nelson. 
He stresses the importance of con- 
tinually trying to improve relations 
with all those with whom the account- 
ant comes into contact, particularly 
with that very essential person: the 
client. He draws the attention of the 
reader to the distinction between 
publicity and public relations — a fine 
point which must be understood be- 
fore public relations can be practised 
successfully. 


Mr. Nelson is a partner in the 
Montreal office of McDonald, Currie 
& Co. and a member of the Institute 
of Chartered Accountants of Quebec. 
He has been active in community and 
welfare projects for many years and is 
currently treasurer of the John How- 
ard Society of Montreal. He is also 
past chairman of the Westmount 
School Commissioners. 
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W. E. Denmark, Manager, Toronto Paint Works, Canadian Industries Limited 


‘Moore forms help us maintain our shipping schedules” 


CONTROL FREES C-I-L FROM SLOWDOWNS CAUSED BY PAPERWORK BOTTLENECKS 


Growing sales often bring with them ever- _ counting machines. Copies are produced for 
increasing paperwork headaches. The Paints _ every office and factory need. 

Division of Canadian Industries Limited The Moore man, with the experience and 
conquered this situation with a new order- facilities of his company behind him, as- 
invoice system. It gives C-I-L complete con- sisted C-I-L in the development of this sys- 
trol of their back-order picture. It letsthem tem. Whatever the size of your business, 
handle peak periods with no lag in ship- the Moore man can work with you to get the 
ments or invoicing. It has eliminated errors control you need: write to the Moore office 
and it saves three thousand dollars a year _pearest you. 


in the cost of forms alone. 
Moore Business Forms Ltp.*—856 St. James St. West, 
A team of machines and business forms MontREAL — 7 Goddard Avenue, Toronto 15 — 711 Erin 
Street, WINNIPEG — 296-12th Ave. East, VANCOUVER — 


makes this possible. Orders are written Over 300 offices and factories throughout 
Canada, U.S., Mexico, Caribbean and 


ak 
automatically by teletypewriter at the fac- = Gonetmy) tn YS 


tory. Invoices are prepared on electric ac- + Division of Moore Corporation, Limited 


Build control with 


MOORE BUSINESS FORMS 








NOTES 


C.LC.A. Council Meet 

The annual spring business meeting 
of the Council of the Canadian Insti- 
tute of Chartered Accountants will be 
held at The Briars, Lake Simcoe, 
from May 29 to June 2. 


C.1.C.A. Committees 

A special committee to study the 
subject of reliance on cther auditors, 
appointed by the C.I.C.A. Research 
Committee, met for the first time on 
January 30 in Toronto under the 
chairmanship of W. L. L. McDonald. 
Members of the committee are J. R. 
M. Wilson, J. A. Wilson, R. B. Dale- 
Harris, G. R. Ferguson, D. A. Ample- 
ford and T. A. M. Hutchison (ex-of- 
ficio member). 

W. F. Martin of Vancouver, chair- 
man of the new sub-committee on 
long-range planning set up by the 
Education and Examinations Commit- 
tee of the Provincial Institutes, has 
announced that the following have 
been appointed members of the sub- 
committee: F, C. Burton, Halifax; G. 
R. Ferguson, Toronto; K. E. Gray, 
Winnipeg; P. S. Leggat, Montreal. 


Research Projects 

T. A. M. Hutchison, chairman of 
the Research Committee, has an- 
nounced that a special sub-committee 
will soon be appointed to prepare a 
Canadian version of the publication 
“40 Questions and Answers about Au- 
dit Reports” published by the Ameri- 
can Institute of Certified Public Ac- 
countants. This sub-committee is ex- 


pected to work with representatives 
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of the Canadian Bankers Association 
on the project. It is anticipated that 
copies of this brochure will be sent to 
all bank managers in Canada to ac- 
quaint them more fully with the ser- 
vices provided by chartered account- 
ants and, particularly, the distinction 
between audited and unaudited state- 
ments. 

The Research Committee is cur- 
rently preparing the final draft of Bul- 
letin No. 16 on “Confirmation of In- 
ventories” which is expected to be 
sent to all members of the Canadian 
Institute in late April or early May. 


1959 Tax Recommendations 

The Taxation Committee of the 
Canadian Institute of Chartered Ac- 
countants and the Taxation Section of 
the Canadian Bar Association have 
prepared their 1959 joint brief of 
recommendations for amendments to 
the Income Tax Act and Estate Tax 
Act. The text of the brief appears on 
pages 219 to 244 of this issue. 


President on TV 

J. L. Helliwell, C.1.C.A. president, 
was a recent guest on the Winnipeg 
TV program Spotlight. Many favour- 
able comments were received from 
viewers after the program was shown. 


George F. Gyles, F.C.A. 

With deep regret we learn of the 
death of another early president of 
the Canadian Institute of Chartered 
Accountants, George F. Gyles of Van- 
couver, who passed away on Febru- 
ary 5, in his 82nd year. 


Continued on page 184 





To Keep a Record 


of Your Investments 


With our “Investment Record” a con- 
tinuing record of your investments can 
be maintained. Simply enter the name of 
the security, a description of it, the 
date bought and the price paid. The 
monthly columns that are provided show 
monthly and yearly income. 


This is a handy Investment Record 
which can easily be kept up-to-date. 
Send for a complimentary copy. 


Wood, Gundy & Company 
Limited 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec Kitchener London Hamilton Ottawa 
Regina Edmonton Calgary Victoria 
London, Eng. New York Chicago 













CHARTERED ACCOUNTANT 


Senior accounting position open in Venezuelan office of internationally 
known manufacturer and distributor of consumer goods. 

This position requires a Chartered Accountant, preferably with knowledge 
of Spanish. Salary open with fringe benefits including regular repatriation furlough. 

Replies in writing should state age, education, experience, present salary and 
be addressed to 


WOODS, GORDON & CO. 
15 Wellington Street West 
Toronto, Ontario. 
Replies confidential. 
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Born in England, Mr. Gyles became 
a member of the Institute of Chart- 
ered Accountants in England and 
Wales in 1907 and emigrated the 
same year to the United States where 
he joined Price Waterhouse & Com- 
pany. After serving in the New York, 
Chicago and Montreal offices of the 
firm, he took charge of the Vancouver 
office in 1917. He became a partner 
on the formation of the Canadian firm 
of Price Waterhouse & Company in 
1924, retiring as a consultant in 1946. 

Mr. Gyles was president of the B.C. 
Institute in 1921-22 and 1937-38, and 
president of the Canadian Institute 
in 1928-29. He was also a life mem- 
ber of the Vancouver Board of Trade 
and the Royal Vancouver Yacht Club. 


Education Studies 

As a member of the Canadian Con- 
ference on Education, the Canadian 
Institute of Chartered Accountants is 
a co-sponsor of Canadian Education 
Week which will be held from March 
1 to 7. In 1957 Canada spent $1,020 
million on education, which was $800 
million less than it spent on cars and 
$300 million less than it spent on 
tobacco and alcoholic beverages. The 
Canadian Conference is seeking to 
raise qualifications of teachers, to en- 
courage more young Canadians to 
train as teachers and to improve the 
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ANNUAL PREMIUMS 


REUBEN SCHAFER insurance service 


269 Falstaff Ave., Toronto, CH. 4-3123 





standards of Canadian education, par- 
ticularly rural education. 


Automobile Statistics 

Topping the billion dollar mark for 
the fourth consecutive year, sales of 
new cars and trucks in Canada had a 
retail value of $1.4 billion. Canadian 
companies produced 296,624 cars and 
58,693 trucks, compared with 339,589 
cars and 71,218 trucks in 1957, re- 
ported Rhys M. Sale, newly elected 
president of the Canadian Automobile 
Chamber of Commerce. 


New Zealand Accountants Act 

The New Zealand Society of Ac- 
countants Act of 1908 has been am- 
ended to introduce a practical experi- 
ence requirement as a requisite for 
admission to the society. The pro- 
posal is for five years experience in 
an approved organization, reducible 
to three years in the case of university 
graduates. 


IBM v. Japanese Typhoons 

Latest use of the 15-ton IBM 704 
electronic computer is the tracking of 
typhoons which plague the south- 
west Pacific. The computer is now 
being installed in a new numerical 
forecasting centre in Tokyo. 


In the News 

E. C. Gerry, C.A. (Sask.) has been 
elected president of the Prince Albert 
Chamber of Commerce. 
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insurance) 
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EVERY ACCOUNTANT SHOULD READ THIS TRUE STORY 
FOR THE BENEFIT OF HIS CLIENTS 


The president of a small company manufacturing typewriters approached us 
for financing. He had a proposition where he was able to bring over typewriter 
parts from Europe, assemble them here and sell them to the large department 
stores and chain houses. He had all the orders he could handle But he needed 
financing for— 

1. The inventories that he wished to keep in stock, and 

2. the receivables which he created. 

He was unable to obtain adequate financing. Our officers heard his story. 
They know nothing about the typewriter business but recognized the potential 
in this new low-priced item. 

We worked out our financing scheme and within a year the small company 
increased their sales from $100,000.00 to nearly $1,000,000.00 per year. 

Not every customer of ours has grown so phenomenally. The point is 
that the officers of our company are alert to growth potential — and that 
their imaginative service encourages it. 

You get down to business quickly with us. We study your situation and 
whatever business you have, you'll find an especially understanding, responsive 
financing service here. 

As a chartered accountant, you owe it to your clients to show them the 
possibilities of non bank financing, the way in which receivables, and inventory 
financing can help them grow. 

For further particulars: 


Inter-Provincial Commercial Discount Corporation Limited 
164 Eglinton Ave. East Toronto, Ontario HU. 1-5285 


THE IDEAL FOLDER FOR WORKING PAPERS 


onty ACCOBIND rovers 


COMBINE ECONOMY WITH SO MUCH 


: Papers held in place firmly by 
SECURITY ACCO FASTENER. 


CAPACITY: e é = ae + +. greater 


- Made of genuine PRESSBOARD, 
DURABILITY: toughest and smoothest of cover 
stocks. Commonly serves for 10 

years or more! 


> Full range available. Special 
SIZES: folders to order. 


IDEAL FOR: Client’s Folders, Analyses, Re- 
ports, Financial Statements. 





ASK YOUR STATIONER 
or, for full information, write today to 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IN U.S.A. —ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, W.Y. 
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Persons of Distinction... 


In a society such as ours which is largely impersonally and publicly financed, 
it is almost impossible to save money or to spend money without giving a 
nudge somewhere to a negotiable security. 

Almost everyone at some time has a surplus of income over expenditure. 
Some make bank deposits . . . some buy life insurance . . . some 
join a pension plan... 

Bank deposits are protected by bank reserves . . . life insurance policies 
are protected by insurance company reserves . . . pension funds accumulate 
assets. A substantial portion of these reserves and these assets are invested 
in negotiable securities. 

Many people use their surplus for an investment in a home, and every 
municipal property owner becomes a municipal tax payer. As such he 
assumes responsibility for his share of the municipal debenture debt which 
has been incurred to build roads, sewers, schools, public buildings and other 
municipal assets. Part of his taxes goes to pay interest and principal on 
this debt. 

“very time you turn on a light switch, you incur a liability for electric 
power. Your electric bill has a built-in charge which ends up by helping to 
service debt incurred to produce the power . . . other examples are legion. 

You can hardly make a move where money saving or money spending is 
concerned, without at least remotely giving a nudge somewhere to a nego- 
tiable security. This applies whether you smoke a cigarette, buy a news- 
paper, ride on a train or turn on the gas. It applies whether you build an 
insurance estate or retire on a pension plan. 

These, of course, are all examples of how negotiable securities indirectly 
touch the ordinary activities of each one of us. 

Each year, more and more Canadians become persons of distinction 
through their direct ownership of negotiable securities. That’s where we 
come in. If you now are a security owner or are about to become one, we 
think we can help you. We can help you plan. . . we can help you select . . . 
we can help you supervise. 

Planning programmes to suit investment needs . . . selecting securities .. . 
supervising investment portfolios . . . is part of our job. 

Any of our offices will be glad to help you, either personally or by mail. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER 
ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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Editorial 


PUBLIC RELATIONS AND THE ACCOUNTING PROFESSION 


SINCE THE BEGINNING of time people have had to get along together, 
but it is only in recent years that almost everyone has become con- 
scious of the value of public relations and its influence in com- 
municating confidence and goodwill. What still remains a mystery 
to some, however, is the meaning of public relations, for, unfortu- 
nately, no dictionary is able to define it. It has been defined as 
reputation resulting from what other people say about what you say 
and do and should be distinguished from publicity which is what you 
say about what you do. Simply stated, it is the business of making 
and keeping friends; good deeds and good intentions are its raw 
materials and making them known to the public constitutes the pro- 
cess of their manufacture. While the distribution of news and infor- 
mation through the press, radio and television, and the production 
of brochures and pamphlets are some of the tools of public relations, 
in the popular understanding of the term, it remains distinguishable 
from publicity chiefly by added overtones of intelligent planning. 

Public relations for chartered accountants is no more or less 
than trying to improve relations with associates, employees, clients, 
prospective students and their families, educational and government 
authorities, and the general public. It must work inside as well as 
out. Like charity, it begins at home. This means that, aside from 
and before any planned program at the national or provincial levels, 
every member of the profession should recognize his function as a 
public relations agent and consciously practise the art. 

Many chartered accountants shy away from personal public 
relations, thinking perhaps that it involves a display of extroversion 
which would be better left to someone else. Perhaps they do not 
understand its importance or modestly consider they do not aspire to 
great personal prestige. A chartered accountant tends, by nature, to 
be modest and conservative. He may dislike having to talk about 
himself and does not fully appreciate the significance of his service or 
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achievements. No one can build good public relations without hav- 
ing confidence in his “product” in the first place, and the chartered 
accountant should begin by realizing the importance of his profes- 
sional work not only to his client but to the community and to the 
nation. The accounting profession has played a vital role in the de- 
velopment of the national economy and the business welfare of Main 
Street. No one would dispute that modern business and government, 
with their complexities, could not function without the contribution 
made by the chartered accountant. 

Recognizing the value of his profession, the chartered accountant 
should be anxious to identify himself with it. It would be unthink- 
able to address a doctor in any other way; a Queen’s Counsel is a 
Q.C. even on the social page. Why then should a chartered account- 
ant be reluctant to use the letters “C.A.” after his name? The lay- 
man still knows very little about accountants and is often confused by 
the several distinct designations and designatory letters. 


In his modesty, he has also been unduly reticent in expressing 
himself privately or publicly on general business affairs. Yet, by his 
training, broad experience and familiarity with the ramifications of 
all kinds of business, he is well qualified to comment. Were he to 
recognize more fully his qualifications, shed some of his reticence of 
self-expression, and identify himself more closely with the profes- 
sion, he would command a greater respect for himself and for the 
profession of which he is a member. This increased prestige would 
result also in attracting top students and assure an adequate supply 
of high calibre staff. 

Winning public approval necessitates giving the public enough 
knowledge to reach accurate conclusions. It means also having a 
fair understanding of oneself and a sincere desire to serve the public 
well. It will then be obvious to everyone with whom the chartered 
accountant comes in contact that he is proud of his profession. His 
activities will make him known as a person. It will be left to others 
to extol his integrity, his professional standards and his ability. 

This, then, is good public relations — not huckstering but an 
outward expression of good, honest principles which every chartered 
accountant sets for himself and attempts to adhere to in all the ser- 
vices that he gives to his clients and to the community. 
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The Function of Management 





J. HERBERT SMITH 





Tue primary function of management 
is to determine the objectives of the 
business and then provide the leader- 
ship necessary to attain these objec- 
tives. These objectives are basically 
economic in nature. Every act, de- 
cision and deliberation of manage- 
ment has as its first dimension an eco- 
nomic base. Management carries re- 
sponsibility for the creative action ne- 
cessary to make the desired objectives 
come to pass. 

The early economists believed the 
businessman and his behaviour to be 
purely passive. Success in business 
meant rapid and intelligent adapta- 
tion to events occurring outside in an 
economy shaped by impersonal forces 
that were neither controlled by the 
businessman nor influenced by his re- 
action to them. Today we do not see 
this mechanical concept as being ap- 
plicable to, the function of manage- 
ment. Managing is not just a passive, 
adaptive behaviour. The manager is 
required to choose rationally between 
alternative courses of action, and the 
decisions so made have impact not 
only on the business, but on the econ- 
omy as a whole. 

While the manager can never fully 
control the economic environment, it 
is his specific job to make what is de- 
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sirable first possible, and then actual. 
Only to the extent that managers 
master the economic circumstances, 
and then alter them by conscious di- 
rected action, do they really manage. 

The first responsibility of manage- 
ment is, therefore, to formulate in 
writing clearly and definitely the ob- 
jectives of the business enterprise it- 
self. These objectives must relate to 
the fundamental purpose of the busi- 
ness, that is, its reason for existence. 
Its purpose must lie outside of the 
business itself. In fact, it must lie in 
society since a business enterprise is 
an organ of society. In this social 
sense, in our free enterprise economy, 
there is only one valid definition of a 
business purpose and that is to create 
a customer. 


Serving the Customer 


The customer is the foundation of a 
business and keeps it in existence. He 
alone gives employment. It is to sup- 
ply the customer that society entrusts 
its wealth-producing resources to the 
business enterprise. The formulation 
of the objectives of a business must, 
therefore, start with the market place. 
Marketing is the unique function of a 
business. The business enterprise is 
set apart from all other human orga- 
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nizations by the fact that it markets 
a product or service. Neither the 
church, nor the army, nor the school, 
nor the state does that. 

The determination of the objectives 
of the business related to this market 
concept requires management study 
much greater in depth than the super- 
ficial naming of certain products with- 
in its present scope of manufacture. 
A simple example may illustrate this 
point. Is the objective of a tele- 
phone company to rent telephones or 
to provide communication service? 
Depending upon the choice between 
these two basic objectives, two com- 
pletely different concepts of organiza- 
tion and investment of the resources 
of the business can evolve. 


Providing Innovation 

A second basic function of business 
management is to provide innovation, 
that is, the provision of better and 
more economic goods and services re- 
lated to the attainment of its objec- 
tives. It is not enough for the busi- 
ness to provide just any economic 
goods and services; it must provide 
better and more economic ones. 

Innovation may take the form of 
lower prices. It may also be a new 
and better product, a new conveni- 
ence or the creation of new wants 
which its products can satisfy. It may 
be finding new uses for old products. 

Innovation goes right through all 
phases of business. It may be innova- 
tion in design, product, or marketing 
techniques; in price or service to the 
customer; in management organization 
or management methods. It is not 
confined to any one function of the 
business. 


Profit as a Motive 
Only now can we talk of making a 
profit as a function of management, 


for profit is not a cause. It is the re- 
sult of the performance of the busi- 
ness in marketing, innovation and pro- 
ductivity. It is, at the same time, the 
test of this performance. It is the first 
duty of a business to survive, and the 
making of profits is essential to meet- 
ing this obligation. It is an absolute 
necessity for the business enterprise to 
produce, at the very least, the profit 
required to cover its own future risks, 
to enable it to stay in business and 
keep intact the wealth-producing ca- 
pacity of its resources. Attaining this 
required minimum profit is a specific 
function of management, both by set- 
ting rigid limits to the decisions it 
may make and also by offering tests 
for their validity. Management, in 
order to manage, needs a profit objec- 
tive at least equal to the required 
minimum of profit, and yardsticks to 
measure its profit performance against 
this minimum. 

What then is the specific work of 
the manager that must be done, and 
by him alone, if these objectives of the 
business are to be attained. This dis- 
tinctive work of management relates 
to the manager’s responsibility for at- 
taining results through the efforts of 
others rather than through direct per- 
sonal contribution. The managers 
must guard against devoting a major 
part of their time to actually doing the 
same type of work as those they man- 
age, even though it is at a higher or 
more complex level. A simple defini- 
tion of a manager is one who accomp- 
lishes the predetermined objectives of 
his organization, or the organizational 
component for which he carries re- 
sponsibility, through leading his 
people by persuasion, rather than 
command, and through planning, or- 
ganizing, integrating and measuring 
the human and material resources for 
which he is responsible. 
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THE FUNCTION OF MANAGEMENT 


Planning 

Planning starts with determining 
the objectives of the business as a 
whole and of each of its organization- 
al components. This is not a simple 
job. Determining objectives starts 
with making sharp clear analyses of 
past and present trends and practical 
forecasts of the future. In some cases, 
these forecasts may be based on 
studies of the total economy and on 
its various elements which affect the 
business. The relationship between the 
enterprise and the industry of which it 
is a part also needs to be carefully 
evaluated and studied in depth in 
order to understand the true nature of 
the competition and the opportunities 
for profitable growth. Unless the 
manager can define specifically and 
clearly the business in which the en- 
terprise is actually engaged, he can- 
not set meaningful long-term objec- 
tives. For example, ought he to define 
his business as a milk business, or a 
dairy product business, or a part of 
the food business? An affirmative 
answer to any one of these three pos- 
sible questions determines a very dif- 
ferent character for that business ten 
years hence and its planning today. 

We believe that a business enter- 
prise must have in writing an overall 
business plan if it is to be organized, 
integrated and measured. Essentially 
the plans required in developing a 
business are: 


A product or saleable service plan. 
A marketing plan. 

An organization and manpower 
plan. 

A facilities plan. 

A financial plan. 


eS 


oe 


This, very briefly stated, is the 
first element of the work of all man- 
agers, whether of engineering, manu- 
facturing, finance or sales, or of an 
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entire business, that is, planning long- 
term and short-term objectives. 


Organizing 
The next element of the manager’s 

job is to organize the people who will 

carry out these plans on time, at the 
least cost, and with the least friction 
in the human relations areas. 

The purpose of organizing must al- 
ways be related to accomplishing a 
specific objective according to a plan. 
The whole purpose of an organization 
is simply to accomplish the designated 
objectives. The heart of the organiz- 
ing process is, therefore, accurately 
designing all work elements into posi- 
tions and organizational components, 
so that the end result of the organiza- 
tion as designed will be dynamic, will 
produce the results desired and will 
do so economically and on time. 

Any enterprise may be organized 
either on a centralized or decentral- 
ized basis. The first problem is to de- 
cide the basis of decision-making. 
Are decisions to be made at the point 
where action is taking place? Or must 
all major decisions be made at head- 
quarters by those immediately re- 
sponsible for the overall managing of 
the company and who have overall 
responsibility for profit and results? 

We heave come to the following con- 
clusions in connection with Canadian 
General Electric organization work, 
and are designing positions in our 
own organization in line with the four 
following basic concepts: 

1. Clear fast accurate communica- 
tion, both upwards and down- 
wards, can only be accomplished 
by having a minimum number of 
levels of managers between the 
president and the first line factory 
or clerical worker. In our organi- 
zation of 14,000 people, there is an 
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organization policy that there can- 
not be more than five levels of 
managers between the president's 
office and the first line worker in 
our largest component. In most 
of the engineering sections, for 
example, there are only three 
levels of managers between the 
president's office and the engineer 
on the desk. In most of our manu- 
facturing operations there are only 
four levels of managers between 
the president’s office and the front 
line worker. 

2. Decision-making must be delegat- 
ed to that point where decision 
and action are taking place and 
where the facts necessary for a 
sound decision come together, at 
whatever level in the organization 
structure this occurs. In other 
words, we strive to go as far down 
in management levels as possible 
in order to have decision-making 
authority as close as possible to 
the point of action. To make this 
work, we must have written posi- 
tion guides for every management 
and professional position in the 
company. Such position guides 
spell out in writing the responsi- 
bility, the authority and the ac- 
countability assigned to the man. 

8. By having responsibilities and ac- 
countabilities sharply defined, we 
can establish in writing the ac- 
countabilities which will be ap- 
plied to the individual. This not 
only lets the man clearly know 
where he stands in the organiza- 
tion but broadens the area in 
which he will accept and take ini- 
tiative. 

4. We have eliminated shared or split 
responsibilities between people. 
Each position is an entity in itself 
with a specific work assignment, 
responsibility, and commensurate 


authority to carry out the respon- 
sibility and meet the accountabili- 
ties. 

In addition to these four fundamen- 
tal concepts, there are other basic 
principles, or commonsense rules, in 
this management work of organizing. 
There are such things as: 

1, An individual should have only 
one boss. 

2. Each man’s duties and responsi- 
bilities should be written out, un- 
derstood and agreed upon. 

3. A manager should have as many 
subordinates reporting to him as 
he can manage adequately. If he 
has too few, we find the manager 
actually doing the work of the men 
being managed. If the span is too 
wide, the work of the men is not 
being measured and they have too 
littie opportunity for counselling 
or communicating. 

4. Executives of the enterprise should 
devote a majority of their time to 
forward-planning, to policy-mak- 
ing, to setting objectives and meas- 
uring results and achieving them 
and, above all, creating and staff- 
ing a sound organization struc- 
ture rather than spending time on 
routine work and details. 


Integration 
“Integration” is the name applied to 
the work of the manager which re- 
lates to developing and maintaining a 
team spirit in his organization. It is 
under the concept of integrating that 
the human and personal aspects of a 
manager's job are brought to focus 
most completely. 
Integration consists of the following 
basic work: 
1. Making understood the objectives, 
the planning and the organization 
of the component and the com- 





earners 





ee 





— soem 








THE FUNCTION OF MANAGEMENT 


pany. Fundamentally, this means 
helping each individual to see his 
assigned portion of the work and 
the relation of his work to the total 
work of his own particular group 
and of the overall company. 


2. Developing planned communica- 


tion programs. This means de- 
veloping an atmosphere of free 
and frank communication up and 
down, giving men the right to be 
heard with open-minded patience 
and tolerance for objections and 
differing opinions. It means con- 
sulting men before making plans 
or decisions which affect them. 
It means having consideration for 
human values and regarding them 
as precious assets worthy of pre- 
servation and development. 


3. Obtaining sincere and voluntary 


acceptance of work assignments 
and accountability. This means 
the manager must earn by his ac- 
tions that wholehearted response 
that only comes from people who 
have a personal sense of identifica- 
tion with the objectives of the 
overall business. 


4, Creating and maintaining a friend- 


ly, cooperative, productive work- 
ing climate. This means inspiring 
initiative and individual produc- 
tivity rather than demanding only 
intensity of work. It means ex- 
pecting men to recommend deci- 
sions rather than merely ask for 
decisions. It involves teaching 
and counselling as to means for 
individual self-improvement and 
best known ways of doing the as- 
signed work, truly delegating re- 
sponsibility and authority and 
making sure that work is reward- 
ed by recognition and compensa- 
tion in accordance with the ac- 
complishments. The manager is 
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expected to deserve and earn the 
respect of associates because of ac- 
tions as well as words and because 
of his own integrity, ability and 
consideration of others. 
5. Encouraging individual 


self-de- 
velopment. This requires a care- 
ful appraisal of each individual’s 
strengths and weaknesses and 
suggesting on-the-job and off-the- 
job plans for self-development. 
Each man should be held to high 
standards of performance and 
should be encouraged to self-ap- 
praisal, self-discipline and _ self- 
improvement. 

6. Achieving successful and_profit- 
able performance of the compon- 
ent through integration of the act- 
ual work being done. This in- 
volves delving into snarls and un- 
tangling them, harmonizing and 
blending portions of work which 
have been divided in the organiza- 
tion process. It means getting bal- 
anced results with good pace and 
timing from the people in the com- 
ponent and utilizing all of the hu- 
man and material resources in 
good balance. 


This then is the definition of inte- 
gration. It is the management of 
people and is the core of the manag- 
er’s job. 


Measuring 

The last element in the work of a 
manager is “measuring”. Whatever ac- 
tions are worth planning and organiz- 
ing for are also worth measuring. 
Plans are of little value unless they 
are carried out. Assurance of per- 
formance requires measuring pro- 
gress at predetermined intervals and 
making comparisons of actual results 
with the plan. 
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One might say that the manager 
who neglects this area of his work is 
“at sea without a compass”. 

A fundamental part of each manag- 
er’s job is to develop or invent the 
type of measurements necessary for 
him to chart the results of his com- 
ponent to the extent and with the ap- 
propriate timing to ensure that either 
the original plans are met or are in- 
telligently modified to meet conditions 
beyond his control. 


Conclusion 
The above clearly demonstrates 
that the function of management is 


quite distinct from the function of the 
work being managed. It requires an 
intimate detailed knowledge of this 
work, but the actual function of man- 
aging is specialized, distinctive and 
professional in nature. It is only in 
recent years that this fact has been 
clearly recognized. The increasing 
tempo of our technological develop- 
ment, the speed of modern communi- 
cation and travel with accompanying 
growth in size and complexity of our 
business enterprises, requires a higher 
level of professional performance by 
managers if the demands of our so- 
ciety are to be met. 


The Responsibility of Leadership 


One of the fundamental characteristics of a leader is his acceptance of 
responsibility. This is not found in all individuals, although it is often as- 
sumed that everybody wants to be a leader. Rather it is something that 
comes from within the person, an urge to make decisions and be responsible 
for them. Unless one is willing to render prompt service to others and ap- 
preciates the work of his superiors, he cannot expect to win and maintain 
the confidence of his followers. One must be willing to accept responsibility 
and to learn its true meaning. This acceptance of responsibility goes beyond 
the dollars and cents of the balance sheet. The true manager recognises 
his responsibility to others within the organization to act with integrity and 
efficiency. Then there is the overriding responsibility to the society in which 
the business operates. No executive is free to select techniques and objec- 
tives which are not consistent with the general welfare of the community. 
He cannot adopt objectives whose purposes are to deceive, to endanger the 
health or infringe upon the rights of others and ethics and morals in busi- 
ness mean much more than merely operating within the law. At all times, 
business executives should remember that they are often imitated by others 
in the community and the characteristics that they portray will be the ones 
that future leaders will portray. 

— “So You Want to be a Manager” by John D. Mundie, 
Cost and Management, November 1958 
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WorKING PAPERS are generally utilized 
by someone other than the accountant 
who prepared them. They are re- 
viewed by the person supervising the 
engagement and often referred to in 
subsequent periods by persons unfa- 
miliar with the contents. For this 
reason one of their prime requisites is 
that they be arranged and indexed in 
such a manner that anyone may refer 
to a specific item quickly and easily. 
The necessity for giving a great deal 
of thought to the organization of audit 
working papers is obvious when con- 
sidering their principal uses, which 
are: 
1. To indicate the scope of the work 
performed by the accountant in 
carrying out the engagement. 


2. To provide an audit program for 


guidance in continuing engage- 
ments. 


3. To make available information of 


a permanent nature for quick ref- 
erence at all times. 


4. To give information that may be 


very helpful to the client, such as 
queries on tax matters that would 
not arise until sometime after the 
auditor’s examination. There is 
also the possibility that an ac- 
countant will be required, at a 
later date, to testify in court in 


Organization of Audit 
Working Papers 
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connection with the client’s affairs, 
even though not directly involved 
in the litigation. 

Within the accountant’s office there 
should be a laid-down procedure for 
the organization and indexing of 
working papers to ensure that the files 
turned in by the accountants in charge 
of the field engagements are uniform 
in order and content. 

The manner in which working pa- 
pers are bound, whether in envelopes, 
plain folders, side, top or corner- 
bound, is not of great importance. 
However, to achieve uniformity with- 
in an office it is helpful to use a ma- 
nila folder, affixing check lists, in- 
structions, etc. on the inside of the 
cover. This procedure will produce a 
clear, easy-to-follow set of instruc- 
tions. 

Generally speaking, audit working 
papers can be divided into three sep- 
arate files, as follows: 

1. Permanent working papers file. 
2. Income tax file. 
8. Current working papers file. 


Permanent Working Papers File 

This file should be moved forward 
to the working papers of renewed en- 
gagements. It contains such informa- 
tion as: 








196 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1959 


1. Copy of, or excerpts from, letters 
patent and supplementary letters 
patent; by-laws; partnership agree- 
ment; bond indentures; contracts 
and agreements; leases; bonus; 
pension; incentive compensation, 
or profit-sharing plans; stock-op- 
tion agreements, etc. 


2. Description of mergers, consolida- 
tions, acquisitions, reorganiza- 
tions, etc. 


3. Explanation of the purposes of any 
special accounts. 

4, Explanation of any unusual feature 
in clients’ accounting system, 
methods, and procedures. 

5. Excerpts of minutes relating to 
special matters of continuing inter- 
est. (Information relating to elec- 
tion of directors and officers, de- 
claration of dividends, etc. are of 
only temporary significance and 
should be placed in the current 
working papers.) 

6. Special instructions or information 
which will be helpful in the execu- 
tion of future engagements. 


It is desirable, when possible, to 
obtain duplicate copies of documents 
rather than make excerpts. Where a 
document is voluminous or complicat- 
ed (for example, bond indentures) 
and duplicate copies are not obtain- 
able, excerpts should be made of all 
important clauses having accounting 
significance. If duplicate copies are 
obtained, all important clauses should 
be underlined in colour, referenced 
on the first page, and noted for follow- 
up where required. Duplicate copies 
of important documents preferably 
should be certified or signed. If un- 
signed, they should be compared with 
signed originals and clearly so mark- 
ed. All excerpts from documents 
should be marked to show that they 
have been prepared from or checked 
to signed originals. 

To ensure satisfactory review and 
filing procedures it is advisable to af- 
fix review and index schedules to the 
inside of the folder covers. Suggested 
headings of forms for this purpose are 
as follows: 


INDEX TO PERMANENT WORKING PAPERS FILE 
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Index No. | 


Description 
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| | | Where 
| Filed 


Date | By By | 


RECORD OF REVIEW OF PERMANENT WORKING PAPERS FILE 


Name of Client .... 


Date or 
Period 


Remarks 





Accountant 
| In Charge Principal 
| Date Name Date Name 
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It should be the duty of the prin- 
cipal and accountant-in-charge of each 
renewal of the engagement to review 
the contents of this file and indicate 
they have done so by signing their 
names in the space provided on the 
“Record of Review of Permanent 
Working Papers File”. They should 
also ensure that the file is kept up-to- 
date, obtain all data to complete the 
file and remove obsolete and super- 
seded data from the file, indicating on 
the “Index To Permanent Working 
Papers File” the date of removal and 
where the material was filed. 


Income Tax File 

The income tax working papers file 
should be a permanent record of tax 
data filed chronologically as a quick 
reference to the client’s tax history. 

It is essential that this file be com- 
piled in such a manner that the con- 
tents will be clear and useful for a 
number of years subsequent to the 
date of preparation. 

The auditor is often engaged to pre- 
pare the client’s income tax returns. 
The file should include the original 
pencil drafts of the returns and sup- 
porting schedules along with a copy 
of the final typed returns. A copy 
of letters of transmittal forwarding 
tax returns to the client for certifica- 
tion should be included with the re- 
spective working paper copies of the 
returns. 

Each year’s working paper copies 
of tax returns should include a copy 
of all correspondence with the client 
or tax officials, and excerpts or copies 
of assessments, etc. 

On engagements where the auditor 
does not prepare the tax returns, it is 
equally important that a complete tax 
file be compiled. As a general rule, 
copies of returns, assessments, etc. 
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are available or excerpts can be pre- 


pared, 


Current Working Papers File 

To facilitate quick, easy reference 
to any specific item within a file and 
to develop a basic indexing system, 
a “check list” (shown on page 199) 
might be affixed to the inside of the 
file cover. : 

As a general rule, the general ledger 
trial balance is the “backbone” of the 
working paper file. However, there 
are many items included in a working 
paper file that are frequently referred 
to after completion of the examination 
or utilized in carrying out the engage- 
ment for the next period. For this 
reason it is desirable to file these pa- 
pers in front of the general ledger trial 
balance and supporting schedules. 


Query Sheet 

The working paper used for this 
purpose should be a different colour 
from the general working paper, so as 
to make it stand out in the file. The 
accountant in charge of the field en- 
gagement will include on this sched- 
ule all open items and other items to 
be brought to the attention of the 
principal reviewing the file. 


C — List of working papers to be car- 
ried forward to the subsequent 
examination 

There are many audit schedules, 

e.g. lists of shareholders, which can be 
prepared in such a manner that they 
can be utilized for a number of peri- 
ods. This list will facilitate quick ref- 
erence to these working papers at the 
outset of the renewal engagement and 
will provide a record of promoted 
working papers. 

D — Notes for consideration at subse- 
quent examination 

Information in respect of many 
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problems and the conclusions reached 
during the course of an audit can be 
very helpful in connection with re- 
newal examinations, if tabulated in 
clear concise notes in schedule form. 


E — Reconciliation of company’s state- 
ments with audited financial 
statements — a copy of company’s 
statements 

It is advisable to include in the au- 
dit working papers a copy of the com- 
pany’s financial statements. There 
should be a reconciliation prepared to 
explain the differences between these 
statements and the financial state- 
ments contained in the audit report. 

This reconciliation will also prove 

very helpful at the time the auditor 

reviews the draft report with clients’ 
officials. 


F — Memorandum of information in 
respect of engagement 

In professional practice it is a gen- 
eral policy, at the time of taking an 
engagement, to prepare a memoran- 
dum covering matters which are per- 
tinent to carrying out the examination. 
The accountant in charge of the field 
audit would be furnished with a copy 
of this memorandum. The points with 
which he would be specifically con- 
cerned are as follows: 


1. Name, address and nature of 
business of the concern. 

2. Location for doing work. 

3. Specific information as to work to 
be done and any restrictions as to 
scope of the examination. 

4. Date of commencement of the en- 

gagement and estimated time re- 

quired to complete. 

Accountants required. 

Required number of copies of re- 

port, to whom addressed and to 

whom to be rendered. 
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7. Information in connection with the 
basis of fees to be charged. 


G— General review of completed 
engagement 

It is advisable to adopt a general 
review in questionnaire or other form, 
to be completed by the accountant in 
charge of the field engagement at the 
end of his examination. This serves 
as a reminder of matters which should 
have received consideration. The an- 
swers to questions that are supported 
by working papers should be refer- 
enced with analysis numbers. 


H — Review of subsequent happenings 

This schedule can be drawn up in 
questionnaire form, to provide the ac- 
countant with a basic guide to satisfy 
himself that an adequate review of the 
happenings from balance sheet date to 
the final day of the field audit has 


been carried out. 


I — Internal control review, notes on 
procedures and copies of letters 
relating to internal control 


Many forms of internal control 
questionnaires are used by account- 
ants to assist in the evaluation of the 
client’s internal control procedures. 
This questionnaire can in some cir- 
cumstances be carried forward on re- 
newal engagements. 

In many cases, the auditor is re- 
quired to write informal reports to the 
client setting out weaknesses in the 
company’s internal control proced- 
ures and recommendations for im- 
provement. These reports should be 
used when reviewing the internal con- 
trol in connection with a subsequent 
examination. 


J — Internal audit reports and com- 
ments thereon 

It is general practice for clients to 

make available to the auditor copies 
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A. B, C & CO. 
CHECK LIST 


Examination Date 


Client . 4, i ; Numbers Filed by | 


Query Sheet — queries and comments to be 
brought to the attention of the principal who 
will be reviewing the working paper file 

Copy of the final typed report to the share- 
holders and financial statements 

Report form, draft report to the shareholders 
and financial statements 

List of working papers to be carried forward 
to the subsequent examination 

Notes for consideration at the subsequent exam- | 


ination 
Reconciliation of company’s statements with 
audited financial statements — a copy of 


company’s statements 

Memorandum of information in respect of the 
engagement 

General review of the completed engagement 

Review of subsequent happenings 

Internal control review, notes on procedures 
and copies of letters relating to internal con- 
trol 

Internal audit reports and comments thereon 

Analytical review schedules 

Representations from client: 
Representations concerning inventories 
Representations concerning liabilities and 
other matters 
Letter of undertaking re capital cost al- 
lowance 

Work programs 

Time budget and time summary 

Adjusting journal entries | 

Reclassification journal entries 

Working trial balance followed by working 
papers indexed to same 

Excerpts of minutes in connection with direc- 
tors’ and shareholders’ meetings 

Interim examination working papers not directly 
related to year-end trial balance 
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of reports prepared by their own in- 
ternal audit department, where such 
department exists. These reports can 
be very helpful to the auditor in his 
evaluation of internal control and pro- 
gramming of the audit procedures. 
They should be filed for easy access 
upon commencement of the next 
examination, to gain advantage of 
comments thereon. 


K — Analytical review schedules 


A great number of analytical review 
schedules can be prepared in such a 
manner that they may be carried for- 
ward for a number of examinations. 


L — Representations from client 

It is advisable to have all represen- 
tations from the client filed together. 
The representations in respect of in- 
ventories, liabilities, etc. are general- 
ly used. There are numerous other 
representations obtained from clients, 
one of which might be a letter of 
undertaking in respect of the intent 
to claim capital cost allowance for tax 
purposes in excess of depreciation re- 
corded in the accounts for the period 
under review. 


M — Work programs 

Work programs are, with minor ex- 
ceptions, utilized in connection with 
the programming of the renewal en- 
gagement. For this reason it is help- 
ful to file all programs together in the 
file for easy access. 


N — Time budgets and time summary 

The time budget and time summary 
are required both for billing the cur- 
rent examination and for estimating 
the time and staff requirements for the 
next examination. 


Q — Working trial balance followed 
by indexed working papers 
The foregoing “check list” utilizes 


letters for the basic indexing. It is 
suggested that numbers be used for 
indexing the analyses and sub-analy- 
ses to the working trial balance. 


Considerable thought should be giv- 
en to the form of the working trial 
balance to facilitate easy preparation 
of draft financial statements and quick 
reference to any specific analysis. It 
is suggested that 14-column work pa- 
per be used and headings inserted 
from left to right as follows: 


1, Account number (client's ) 

2. Account description 

3. General ledger balance, prior 
year (after closing, for assets and 
liabilities ) 

4, General ledger balance, current 
year 

5. Adjusting 
credit 

6. Final balances per books 

7. Reclassification entries, debit and 
credit 

8. Final per statements 

9. Grouping per statements 

10. Analysis index number. 


entries, debit and 


To facilitate preparation of state- 
ments, accounts should be entered on 
the working trial balance in order of 
assets, liabilities, revenue and expen- 
diture accounts. The order within 
each classification should conform to 
the order of the items on the balance 
sheet and operating statements. 


The index number for each analysis 
is to be placed on the lower right 
hand corner of the page and the cor- 
responding number in the “index 
column” of the working trial balance. 
Index numbers are to be shown 1, 2, 
etc. and sub-index numbers as 1-1, 
1-2, etc. 

This form of working trial balance 
will give a complete summary of gen- 
eral ledger accounts from the prelim- 
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inary trial balance to the grouping for 
financial statements included with the 
auditor’s report. The adjusting en- 
tries (O) and reclassification entries 
(P) are included in the working pa- 
pers in journal form and recorded on 
the working trial balance. 


R — Interim examination working pa- 
pers not directly related to year- 
end trial balance 

There are many working papers 
prepared during an interim examina- 
tion that are not directly connected 
with the final examination as at the 
balance sheet date. To facilitate 
quick reference to papers generally, it 
is suggested that these papers be 


filed after all year-end analyses in 
file. 


Conclusion 

The work programs and various 
procedures of verification will differ 
to a greater or lesser degree from one 
engagement to another. However, 
if there is a well organized method of 
filing, carry-forward of information, 
checking as to completeness, etc., a 
uniform basic source of reference has 
been made available. Matters such as 
the adequacy of analysis content, 
legibility, utilization of client sched- 
ules, etc. can be given attention once 
the basic organizational procedures 
have been developed. 


Pious Sentences 


A curious custom of the accountants of former days was the writing of 
formal dedications and appeals to the Deity into the opening pages of their 
account books. Charles Lamb speaks in his essay “The South Sea House” of 
books with “old fantastic flourishes, and decorative rubric lacings”, and 
“pious sentences at the beginning without which our religious ancestors never 
ventured to open a book of business or a bill of lading”. One of the greatest 
merchants of the sixteenth century, Sir Thomas Gresham, started off his 
journal in the following way: 

“In the name of God, Amen. This present book shall be called the 
Journal ... . and I will write therein . . . . with my own hand .... all my 
doings . . . . and from the said Journal to enter them into the Great Ledger,” 
and concluded: 

“Pleaseth God to give me profit and prosperity, and to defend me from 
all evil fortune, loss or damage. Amen.” 

Simon Stevin, of Bruges, born in 1548, was the iconoclast who first 
ventured to dispense with these prefaces, possibly with the object of saving 
precious time in the counting-house. Somewhere in the seventeenth century 


the accountants of England followed his example, and the old picturesque 
appeals to the Almighty to bless business transactions were dropped. 
— “The Gentlemen Accomptants”, by R. Robert, A.C.1LS. 
The Accountant, Dec. 27, 1958 





The Role of the Government 
Auditor in Defence Contracts 


THE TERM “government auditor”, to 
most people, brings to mind an in- 
come tax or sales and excise tax audi- 
tor. However, there is another type 
who is well known to companies en- 
gaged in defence construction or pro- 
duction projects, namely, the “Treas- 
ury auditor”. His duty is to exam- 
ine the books of account and cost 
records of such companies, when cost 
reimbursement type contracts are in- 
volved, and it is upon his findings that 
final payments are based. 


The Treasury Auditor 

The Treasury auditor is an em- 
ployee of the comptroller of the 
Treasury, Department of Finance, 
functioning under the director of the 
Cost Inspection and Audit Division 
of the Comptroller’s Branch. He is a 
specialist working in a broad and in- 
teresting audit field including, in ad- 
dition to defence construction and 
production, phases of mining, agricul- 
ture, fishing industries, Dominion- 
Provincial cost-sharing agreements, 
Colombo Plan projects, and a variety 
of internal and external operations of 
many government departments and 
agencies. However, the major pro- 
portion of his work arises from de- 
fence contracting. 


GORDON H. CHENEY 


There are a good many reasons 
why such audit work is carried out by 
the Treasury auditor and not by rep- 
resentatives of the procurement de- 
partments of the defence services. 
Aside from the advantage of apply- 
ing a viewpoint essentially independ- 
ent of the contracting parties, and the 
economic advantage of a centralized 
service available to all departments, 
there is the specific responsibility of 
the comptroller of the Treasury con- 
tained in the Financial Administra- 
tion Act. Section 31(7) of this Act 
provides: “Where, in respect of any 
contract under which a cost audit is 
required to be made, the comptrol- 
ler reports that any costs or charges 
claimed by the contractor should not 
in the opinion of the comptroller be 
allowed, such costs or charges shall 
not be allowed to the contractor un- 
less the Treasury Board otherwise di- 
rects.” 


Organization 

The staff involved in this audit 
work is divided between a directing 
group in Ottawa and district offices in 
St. John’s, Halifax, Saint John, Mont- 
real, Ottawa, Toronto, Winnipeg, Re- 
gina, Edmonton, Calgary and Van- 
couver. The largest district staffs are 
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located at Toronto and Montreal, the 
points of industrial concentration. A 
small staff is located in London, Eng- 
land, to carry out audits in the United 
Kingdom and, to a minor extent, on 
the Continent. 

An interesting feature arises in con- 
nection with Canadian defence con- 
tracts or sub-contracts let in the 
United States. Shortly after the be- 
ginning of the Korean War, an agree- 
ment was entered into with United 
States authorities for the provision, 
free of charge, of reciprocal audit ser- 
vices. During the life of this agree- 
ment, many audits have been carried 
out by Canada’s Treasury auditors on 
behalf of the United States armed ser- 
vices auditors and vice versa. Among 
the more substantial audits carried out 
by the Canadian auditors on behalf 
of the United States was the audit of 
construction costs of that part of the 
DEW line which is located in Canada. 

Inasmuch as the majority of audits 
requested by each country pertain to 
contractors already subject to audit 
by the other, little additional expense 
is involved. Accordingly, the agree- 
ment has provided an interesting in- 
ternational exercise in government 
economy. 


Auditor’s Role 

The role of the Treasury auditor in 
defence contracts is essentially two- 
fold. Primarily, his endeavour is to 
ascertain the cost of carrying out a 
defence contract ensuring that such 
cost is incurred and computed in ac- 
cordance with the contract terms and 
that undue burdening has not occur- 
red. Secondly, though equally im- 
portant, is his work in relation to con- 
tract negotiation. Here, in close 
liaison with negotiating officers of the 
Department of Defence Production, 
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he obtains, analyzes and _ interprets 
historical costs, budgets and projec- 
tions and generally assists these off- 
cers as accounting adviser and con- 
sultant. 


Audit Procedure 

The necessity for audit of defence 
contracts arises principally from the 
following: 

(a) Contracts or sub-contracts where 
the basis of payment is audited 
costs. These would include con- 
tracts involving cost plus a per- 
centage or fee, target incentive 
contracts or those let at a ceiling 
price. 

(b) Firm price contracts or sub-con- 
tracts which are terminated be- 
fore production is completed. Re- 
imbursement for certain aspects 
of such contracts is based on cost. 

(c) Contractor’s claims for ex gratia 
consideration. 

(d) Contracts or sub-contracts upon 
which audit is requested by the 
Department of Defence Produc- 
tion under the profit limitation 
provisions of the Defence Produc- 
tion Act. 

Generally speaking, the Treasury 
auditor begins his audit where the 
contractor’s external auditor finishes. 
The external auditor is concerned 
with ascertainment of the overall posi- 
tion, while the Treasury auditor is 
concerned with one or more contracts 
which may form only part of the con- 
tractor’s total work volume. At the 
same time, the work of the external 
auditor is of great value to the Treas- 
ury auditor. Not only is it a firm 


basis upon which to begin the Treas- 
ury audit, but also a sound means of 
reconciling individual determinations 
with the broad overall result. 

The Treasury auditor's methods 
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are essentially the same as those of 
the external auditor. The value and 
effectiveness of the contractor’s sys- 
tem of internal control and the accur- 
acy of cost recording are established 
by test and analysis. However, due 
to the requirements of the costing 
memorandum D.D.P.-31, and the very 
purpose of the audit, more detailed 
examination is often necessary, par- 
ticularly of items making up the vari- 
ous overhead accounts. 


While the contractor’s system of ac- 
counting is accepted wherever pos- 
sible, the auditor must examine and 
assess the fairness of methods of cost 
allocation. Not only must they be 
fair, but they must be applied con- 
sistently and equally between defence 
or non-defence contract costs. 


Having excluded the non-allowable 
costs under contract terms and 
D.D.P.-31, upon completion of his au- 
dit, the auditor seeks the contractor’s 
agreement with the costs he proposes 
to report. He presents his views sup- 
porting the position he has taken, and 
discusses them with the contractor. 
He does not argue unduly but in- 
cludes in his report confirmation of 
the contractor's agreement, or if this 
is not forthcoming, a concise state- 
ment of views, both his own and the 
contractor's. 


Major Difficulties 

The Treasury auditor meets with 
many problems in his work. His 
major difficulties sometimes arise from 
the obvious shortcomings inherent in 
poor or inadequate records and lack 
of system, but more often from the 
adoption of unsatisfactory concepts of 
cost allocation. Contrary to many 
jokes and stories, the incidence of dis- 
honesty as developed by audit of 


defence contract costs is slight. Actual 
cases have been extremely rare. It 
is a credit to Canadian defence in- 
dustry that this is so. 


In cases where records or systems 
are lacking or inadequate, the auditor 
faces serious difficulty in attempting 
to establish cost on a satisfactory 
basis. Sometimes achievement of such 
a basis is made possible by virtue of 
detailed re-examination and adjust- 
ment of costs elements, but often it is 
impossible for the auditor to obtain a 
result to which he is prepared to 
certify. 

Notwithstanding the fact that satis- 
factory costs are not available, the 
work has been done, a contract exists, 
and settlement must be attained. 
Here the ingenuity of the auditor is 
called upon to provide whatever use- 
ful information or opinion he can in 
order to assist the Department of De- 
fence Production officers in negotiat- 
ing a fair settlement. By seeking out 
and examining information which may 
be available in the contractor's re- 
cords, such as bills of material, en- 
gineering estimates, or cost of similar 
production, and by means of discus- 
sions with government technical repre- 
sentatives, it is often possible to obtain 
support for certain elements or even 
the whole of the costs claimed. Even 
though the auditor cannot certify to 
the costs, through experience, he can 
offer a useful opinion, which, com- 
bined with the information he is able 
to obtain, provides a _ reasonably 
sound basis for negotiation by the De- 
partment of Defence Production with 
the contractor. 


Canadian industry is by now well 
aware of the provisions of D.D.P.-81. 
As a result, comparatively little dif- 
ficulty arises in the enforcement of its 
terms. 
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Solution of Disagreements 


The greatest proportion of disagree- 
ments involving substantial money 
amounts which arise between auditor 
and contractor stem from the methods 
of allocating overhead costs. It would 
appear that of the many concepts of 
allocation, at least two can be adapted 
to any given situation. While consist- 
ency of application from year to year 
is desirable, reasons for change con- 
stantly arise and can be developed 
without great difficulty. It is only one 
step further to insert the human ele- 
ment and disclose a natural preference 
for a particular concept which is 
favourable as well as suitable. 


It is the auditor’s purpose to de- 
velop costs which are fair to con- 
tractor and government alike. In this 
light, objection must be taken to the 
application of concepts which result 
in unfair burdening of costs. 


Interesting discussions which may 
run the gamut of theory and practice 
inevitably follow such objections. 
While the auditor endeavours, with 
the help of his immediate supervisor, 
to obtain the contractor’s agreement, 
it is not always possible. In such 
cases, further discussion and argu- 
ment ensue which may involve the 
auditor’s local or head office and 
often include officers of the Depart- 
ment of Defence Production or De- 
fence Construction (1951) Limited. 
Contractors support the soundness 
of their methods and the fairness 
of results. From the government side, 
undesirable features are criticized and 
alternatives suggested. Both sides re- 
fute and counter, citing principles and 
precedent. The Treasury auditors are 
matched with some of the best ac- 
counting brains in industry but have 
the resources of extensive experience 
to help balance the scales. 
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Decisions are influenced by the 
soundness of argument and are by no 
means one-sided. Proof of this is 
evidenced by the fact that there are 
very few cases in which disagreements 
remain unresolved. In those that do, 
the decision of the comptroller of the 
Treasury must prevail in accordance 
with section 31(7) of the Financial 
Administration Act. 

Underlying the solution of all prob- 
lems, and, in fact governing the 
Treasury auditor’s every decision, is 
the need for consistency. Obviously 
the principles applied in cost deter- 
mination must be the same from coast 
to coast. The auditor's instructions 
are developed with this in mind and 
the primary purpose of his head office 
review, prior to submission of reports 
to departments concerned, is to ensure 
consistency in the treatment of all 
contractors. 


New Problems 

The work of the Treasury auditor 
on defence contract audits has result- 
ed in the accumulation of 20 years of 
experience and precedent. Yet new 
problems of cost determination occur 
with undiminished regularity. In 
these 20 years, the Treasury auditor 
has encouraged contractors to improve 
cost accounting methods and con- 
tractors have become increasingly 
aware of the advantages of such im- 
provement in relation to defence con- 
tracts. Improvements in themselves 
create further problems, as do the 
constant changes in modern defence 
requirements. But the majority of real 
problems have arisen as the result of 
the nation’s tremendous economic ex- 
pansion during and subsequent to 
World War II. Contractors who were 
principally dependent upon defence 
work are making serious efforts to 
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enter non-defence fields. They must 
meet and solve cost problems to en- 
sure that this growing non-defence 
volume is not burdened with costs 
properly attributable to defence work. 
On the other hand, the Treasury aud- 
itor must see to it that defence pro- 
jects are not burdened with non- 
defence costs. As a result, there is 
no indication of decline in the 
challenge inherent in the Treasury 
auditor’s work. 


Contract Negotiation 

While audit for purposes of settle- 
ment of cost reimbursement type con- 
tracts is the Treasury auditor’s prim- 
ary role, his secondary activity is con- 
stantly growing in importance and 
work volume. This secondary activity 
is concerned with negotiation of new 
defence contracts by the Department 
of Defence Production. In it, the 
Treasury auditor works in close liaison 
with Defence Production negotiation 
officers providing accounting informa- 
tion, interpretation and advice. 

The nature of defence require- 
ments, involving new and changing 
products, security and other consid- 
erations, sometimes precludes the ob- 
taining of competitive bids and in the 
past has often resulted in cost plus 
contracts. With the growth of experi- 
ence and knowledge on the part of 
both government and _ contractor, 
negotiation of more satisfactory forms 
of contract has been possible. The 
Department of Defence Production 
has concentrated much effort with 
considerable success in this regard. 
Much of the Treasury auditor’s time is 
spent in assisting the continuing effort. 

Contract negotiations customarily 
‘have a good deal of urgency attached 
and the amount of information neces- 
sary to arrive at a satisfactory firm 
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price, ceiling, target, or other in- 
centive arrangement is often formid- 
able. Early and speedy action is 
necessary, and, to achieve this, close 
liaison is maintained between the 
Treasury auditor's head office, that is, 
Cost Inspection and Audit Division in 
Ottawa, and the Department of De- 
fence Production. Early consultation 
takes place and accounting and finan- 
cial aspects are discussed, including 
feasibility; cost information require- 
ments, historical, current and_pro- 
jected; and the amount of verification 
necessary. A thorough understanding 
is obtained of the proposed basis of 
contracting and of what will be re- 
quired of the contractor in the pro- 
vision of accounting information. Sub- 
sequently, the same features are dis- 
cussed with the contractor to ensure 
complete understanding. Soon after 
these meetings, a Treasury team be- 
gins to work on the various problems 
involved. From then until contract 
terms are agreed upon, they render 
continuing assistance to the Depart- 
ment of Defence Production negotiat- 
ing officer in the provision of informa- 
tion and consultation. The Treasury 
team is made up of the auditor as- 
signed to audit the contractor con- 
cerned, his field supervisor, and the 
senior officer at Ottawa specializing in 
the particular industrial group, i.e. air- 
craft, ammunition, construction, elec- 
tronics, guns, shipbuilding, etc. 


During the course of negotiations 
much work has to be done. Historical 
costs already audited must be review- 
ed, current and _ projected costs 
analyzed in the light of budgeted 
future volume, and any possible addi- 
tional effects of pending contract 
awards must be measured. Considera- 
tion must be given to efficiency trends, 
variances in ratio of defence to non- 
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defence work, labour agreements, 
non-repetitive costs, specific tooling or 
engineering, delivery schedules, ma- 
terial supply, pricing and quantities, 
sub-contractor costs and many other 
facets of a proposed cost, target or 
ceiling. 

During the course of negotiations, 
meetings are held in Ottawa or at 
contractors’ plants until agreement is 
reached. These meetings may include 
one or all of the Treasury audit team 
as circumstances may require. At such 
meetings the Treasury auditor is an 
adviser and interpreter in regard to 
accounting matters. He is in no way 
a negotiator, that is the responsibility 
of the Department of Defence Pro- 
duction negotiating officer. 

Upon completion of negotiations, 
the auditor reverts to his primary 
role and concentrates on the audit re- 
quirements of the contract. Incentive 
may be based on costs of a number of 
production lots or of the total contract 
quantity. In either case he is thor- 
oughly familiar with the terms and 
intent of the contract and plans the 
audit work accordingly. While it is 
undoubtedly of considerable value to 
the Department of Defence Produc- 
tion negotiators to have the assistance 
of the Treasury auditors, it is also of 
great value to the auditor to have full 
knowledge of the contract negotia- 
tions. Particularly is this so if further 
negotiations arise with the same con- 
tractor. 


Interest and Opportunity 
From the foregoing outline of the 
operational role of the Treasury 


auditor there should be little doubt 
but that the job is one of great in- 
terest. As auditors in different fields 
tend to become specialists classified 
according to these fields, the Treasury 
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auditor is emerging as the specialist 
government contract cost auditor. The 
job interest is not solely concerned 
with increasing his knowledge and 
broadening his experience in _ his 
chosen field, although his duties re- 
quire him to see in operation a great 
variety of accounting systems in in- 
dustrial activities of all sizes. Not only 
does he study these systems but he 
has many opportunities to discuss 
them and related accounting problems 
with senior industrial accounting 
officers. 


However, the interest of his work 
extends well beyond the purely 
academic side. There is considerable 
attraction in the endeavour to obtain 
a good layman’s understanding of the 
technical aspects of production or 
construction operations. Those with a 
“do-it-yourself” complex find this as- 
pect particularly attractive. The 
nature of his work sometimes places 
him in the position of being a link be- 
tween government and industry. He 
is often required to interpret one to 
the other and to do so must maintain 
a lively interest in both. 


In all his broad field of activity he 
is faced with the perennial difficulty 
encountered by all auditors, that as a 
group, they are met with reserve by 
those audited. The Treasury auditor 
must maintain good relations with an 
unusually large number of people and 
to do so must temper his necessarily 
critical attitude with understanding 
and intelligence. Achievement of such 
good relations is considerably easier 
if he has a sincere appreciation of 
the fact that he is a servant of the 
people as well as a representative of 
the government. 


The measure of his success is re- 
flected in substantial savings to the 
Crown in the form of cash refunds 
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and downward price adjustments ob- 
tained as a result of his efforts. Less 
evident, but equally important, bene- 
fits have arisen from his advice to 
both government and industry and 
his interpretation of each to the other. 
The result has been improvements in 
methods and understanding. 
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His role in defence contracting, al- 
though well established, continues to 
develop. The combination of constant- 
ly changing requirements of modern 
defence and Canada’s continuing in- 
dustrial growth gives promise that 
this development may well be extra- 
ordinary both in scope and interest. 


Inflation 


Inflation, which can be defined from its effects as a rise of prices or a 
loss of purchasing power of money, is not a new phenomenon. It makes its 
appearance every time there is demanded of an economy more goods and 
services than it can physically produce. Wars, because of the economic 
effort exacted, always cause inflation both during the conflict and immedi- 
ately after. The inflation in Germany after the first great war and that which 
ravaged countries such as Hungary, Greece, Turkey and China during the 
second great war are called virulent or galloping inflations. They completely 
destroy the economic structures of the countries involved and everything has 
to be built anew. For instance, in 1946, in Hungary, it took eight -octillion 
(8, followed by 24 zeros) pengos to provide the same purchasing power as a 
pre-war pengo. A widow who had inherited life insurance to the amount of 
a million pengos would not have had enough money to buy a bar of chocolate. 

Inflation may also occur in a form much less extreme, during either wars 
or political disturbances. Certain economists designate this kind as obsi- 
dional inflation. Economies labouring under this scourge are not completely 
ravaged but are nevertheless severely shaken. This is the case of France, 
where today it takes 40 francs to purchase what one pre-war franc would 
buy. It is also the case of Italy and Finland. And lastly it is the case of 
certain Latin-American countries, such as Chile, Brazil, etc. 

Finally, there is what may be called moderate inflation. This is, for 
instance, what Canada and the United States experienced during and imme- 
diately after the last war. From 1938 to 1949, our dollar lost about 40% 
of its value. While not minimizing its importance, we yet seem to have 
accepted that impairment of our money with quite good grace as a war sacri- 
fice which the citizen is called upon to make, along with those of taxes and 


blood. 


— “Creeping Inflation?” by Marcel Belanger, 
Cost and Management, January 1959. 
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PURCHASE-LEASE FINANCING 


FINANCING THAT might be obtained 
through the sale and simultaneous 
leasing of real estate assets by the 
seller is known by a variety of names. 
Purchase-lease, lease-back, sale and 
lease, even lease-hire are some of the 
descriptive titles ascribed the trans- 
action. Purchase-lease is the term 
which will be used throughout this 
article. It is probably most descrip- 
tive in the eyes of the investor who 
will pay the purchase price and grant 
the simultaneous lease to the seller. 


Early History 

The earliest beginnings of purchase- 
lease financing are probably to be 
found in the real estate operations of 
the major chain variety stores. For 
many years, these retailers, requiring 
valuable locations from which to mer- 
chandise, sought owners of high 
priced property, because of its prime 
location, who would agree to build a 
store and lease it, for a long term, to 
the national chain. In this manner 
many hundreds of retail outlets were 
provided for well-known variety 
chains, thus relieving them of the 
need to raise substantial capital for 
investment in bricks and mortar. 

Shortly after World War II, on the 
threshold of an unprecedented period 
of expansion, purchase-lease financing 
as we know it today emerged as an- 
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other vehicle for raising the capital 
to erect buildings of all shapes, de- 
scriptions and uses. About the same 
time, enabling legislation at federal 
and provincial levels was enacted to 
permit the large lending institutions to 
invest a portion of their assets in real 
estate for the production of income, 
thus broadening the field for this type 
of investment beyond the confines of 
private investors. 


Under the head of steam generated 
by the entry of large reservoirs of sav- 
ings seeking an outlet, a wide and 
varied field of real estate was opened 
up to purchase-lease financing which 
traditionally was reserved or confined 
by the private investor to commercial 
properties in downtown locations oc- 
cupied by national chain variety 
stores. 


Illustrative of the types of proper- 
ties to be found in the investment 
portfolios of many insurance compan- 
ies are: bakeries, breweries, factories, 
parking garages, laboratories, laund- 
ries, mills, refineries, warehouses, dis- 
tilleries, department stores, office 
buildings, hotels, retail stores and 
others. 


Investor Considerations 
The investor is confronted with two 
major considerations. Briefly, these 
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are to be found in the nature of the 
real estate itself and in the credit 
worthiness or strength of the seller. 
The extent to which plus or minus 
factors are found in the real estate 
will govern the extent of the reliance 
that must be placed on the general 
credit worthiness, stability and past 
success of the seller. 

To illustrate this point, we have 
only to consider the difference be- 
tween a property located in the main 
downtown retail shopping district and 
a plant situated on the outskirts of the 
same city. On the one hand, the 
downtown property could probably 
attract a variety of retail users in the 
event default occurs under the lease 
and the tenant has to vacate, whereas 
the appeal to other users of a plant 
on the outskirts might be limited. In 
the latter instance, the credit of the 
tenant (seller) will assume import- 
ance and will require careful investi- 
gation to assure the investor that the 
occupant will be able to perform un- 
der a lease that may stretch for 20 or 
more years. 

Generally speaking, purchase-lease 
transactions contemplate a long asso- 
ciation between the buyer and seller, 
and thus a prime requisite for credit 
is a good history of stable operations 
plus the probability of continuous 
management. Coupling knowledge of 
real estate with credit risks then be- 
comes the essence of a_ successful 
transaction. 


Real Estate Considerations 

First and foremost, the purchaser 
usually seeks to assure himself that 
the purchase price is reasonable and 
proper. This is accomplished by a 
complete and detailed appraisal of the 
property. 

Quite apart from settling the mat- 
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ter of price by an appraisal, most in- 
vestors interested in purchase-lease 
financing look for certain characteris- 
tics in the real estate, particularly if it 
is industrial property. Modern one- 
storey plants that are convertible to 
many and varied uses and thus adapt- 
able to a variety of industries or man- 
ufacturers are preferred to older 
multi-storied structures. 


The relationship of structure to eco- 
nomical manufacturing production is 
one of the major underlying influ- 
ences in the design of today’s one- 
storey plant or factory with its flexi- 
bility that allows additions, in any di- 
rection, to suit mechanical flow sys- 
tems. Flexibility of layout is not to 
be found in the old-fashioned multi- 
storeyed plant, and more and more it 
is being sought by alert and aggres- 
sive managemefft as a major means 
for reducing production and “house- 
keeping” costs. 


The investor must also examine the 
potential real estate management 
problems against the time when, 
sooner because of lease default or 
later because of lease expiry, he must 
manage and lease the property. It 
stands to reason he will be more suc- 
cessful in attracting tenants to a mod- 
em one-storey flexible structure 
which, because of its design, allows 
for operational and occupancy savings 
that are frequently greater than the 
net rent. 

Location, also, is important, with 
today’s trend towards well-planned, 
campus-type industrial parks that af- 
ford ample light and air as well as 
sufficient land area for parking and 
expansion of plant facilities. Indus- 
trial locations, too, must be accessible 
to good rail and road transportation 
facilities. Roads are especially im- 
portant because of the tremendous de- 
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velopment of the trucking industry 
as a prime mover of both raw ma- 


terials and finished goods. 


These observations pertain mainly 
to industrial real estate and are made 
simply to illustrate some of the fac- 
tors that an investor will take into 
account. In our modern economy all 
types of buildings must possess char- 
acteristics of design and location vast- 
ly improved and different from what 
was accepted even a decade ago, and 
these are usually recognized as a ne- 
cessity in the real estate that is sought 
for the purchase-lease portfolios of in- 
stitutional investors. 


Credit Considerations 

A purchase-lease transaction con- 
templates an owner-tenant relation- 
ship for periods as long as 20 or 25 
years under the initial lease period. 
Renewal options might even extend 
the duration of the relationship. Thus 
it becomes apparent there should be 
reasonable confidence that the tenant 
will be able to perform under its lease 
contract for a period probably en- 
compassing a full economic cycle. 
Credit analysis provides the answer to 
this phase of the transaction and the 
nature of the analysis is usually gov- 
erned by the magnitude of the trans- 
action, type of real estate, nature of 
the business or enterprise, and other 
factors that might be pertinent to the 
“deal”. 

In establishing the credit standing 
or worthiness of an organization, a 
variety of factors must be taken into 
consideration and a high degree of 
judgment exercised after a compre- 
hensive examination has been made 
of all the elements involved. 

Usually audited financial _ state- 
ments for 10 or more years are re- 
viewed. Balance sheet analysis will 
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disclose the current position of the 
company, its fixed obligations in rela- 
tion to worth, and the direction and 
speed of growth over a period of 
years. Analysis of profit and loss 
statements will indicate the growth 
and trend in sales, profit margins and 
the degree of coverage for the pro- 
posed rental to be paid under the 
lease, plus debt service on any funded 
obligations the company may have. 

In addition, it is not unusual to in- 
terview a company’s major customers, 
suppliers, competitors and banking 
connection in order to make a com- 
plete analysis of its financial strength 
and stability. 

These remarks are not intended to 
detail all the considerations of a credit 
analysis but are simply mentioned as 
a rough outline of an aspect of pur- 
chase-lease financing . 


Terms of Lease 

The lease, the basic instrument be- 
tween the landlord and tenant, should 
contain and clearly express all the 
terms, conditions and covenants nego- 
tiated between the parties. 

The leases might run for 20 or 
more years and the initial period be 
followed by renewal options for fur- 
ther periods of time that could assure 
a tenant occupancy for upwards of 40 
years, 

Leases in these transactions usually 
call for a net rental, that is, the rent is 
for an entirely net amount to the land- 
lord with the tenant assuming all the 
property expenses including mainten- 
ance, ordinary and extraordinary re- 
pairs, taxes and insurance. 


Rental Determination 

Factors entering into the net rent 
determination include general condi- 
tions of the real estate market, level 
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of rents being paid for comparable 
space, condition of the money mar- 
ket, and the negotiating skills and ex- 
perience of both buyer and seller. 

The buyer usually pays a fair mar- 
ket-value price for the property; the 
seller offers long-term occupancy. In 
the blending of these two salient fea- 
tures a rental is struck that is fair to 
both parties. Usually the purchaser is 
satisfied with a rental somewhat be- 
low current rental values for similar 
space, in view of what he hopes will 
be a reasonably long and successful 
association with a desirable credit 
risk. 

Often one hears of rent expressed 
as a percentage of the purchase price 
which is sufficient to amortize or re- 
capture the investment at a given 
yield over the initial lease period. In 
this approach, the yield component is 
frequently related to a rate or yield 
at which the seller might market its 
bonds without regard for the essen- 
tial differences between the security 
offered in purchase-lease financing 
and bond financing. 

A bondholder’s investment is usual- 
ly secured by a charge on all the as- 
sets of a company; in addition, fur- 
ther protection is obtained through 
restrictive covenants on additional 
borrowings, dividends that may be 
paid and sometimes other require- 
ments of a restrictive nature. 

The purchaser of a plant, on the 
other hand, looks to the “bricks and 
mortar” for his security in the event 
of default. On bankruptcy he is en- 
titled to three months rent in most 
Canadian jurisdictions and vacant pos- 
session of the building. 

These observations are not intended 
to say that the rate at which a com- 
pany may borrow has no bearing on 
the rent it might be expected to pay 





under a purchase-lease transaction but 
are simply mentioned to show there 
are many factors to be considered in 
setting the net rent. 


Conclusion 

Purchase-lease financing offers a 
number of attractions to the seller. It 
provides an opportunity to replace an 
obsolete multi-storeyed plant with an 
efficient one-storey unit wherein the 
savings in labour, material handling, 
efficient production lines, freight and 
waste are frequently sufficient to pay 
the rent, under a purchase-lease trans- 
action, for the new premises. Old 
buildings with haphazard additions 
produce needless expense frequently 
in excess of rent, which is one of the 
smallest cost items in production. 

As any business or enterprise grows. 
it increases its need for working cap- 
ital which must keep pace with ex- 
pansion. The sale of fixed assets may 
frequently overcome growing pains. 
Thus, purchase-lease financing lends 
itself to the preservation of working 
capital. It is estimated by some that 
working capital, expressed as an in- 
terest rate, is worth 20% to a manu- 
facturer which is double or more than 
the rental rate in most purchase-lease 
transactions. 

The sale of plant assets improves or 
enhances a balance sheet. Follow 
these steps: Remove the plant at book 
cost and reflect the same figure in 
the cash account, then reduce cur- 
rent liabilities by the same amount 
and reduce cash correspondingly. This 
better balance sheet picture may result 
in higher lines of trade or bank credit, 
better terms and perhaps lower inter- 
est rates on short-term borrowings. 

Financing by way of bonds, long- 
term notes or debentures usually im- 
poses restrictions on management in 
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the form of covenants, the familiar 
ones being a definite maintenance of 
working capital at a required figure, 
limitations on dividends and short- 
term or additional funded debt. These 
restrictions are not usually required 
in most purchase-lease transactions. 


Many companies in the not too 
distant past have been successful in 
floating funded debt issues at rela- 
tively low rates not obtainable today. 
It frequently occurs that more funds 
in moderate amounts are needed, say 
to build a branch plant, warehouse 
or office building. To raise the addi- 
tional money may require the pay- 
off of the attractive issue and floating 
of a new one at a higher rate. Com- 
panies in these circumstances can re- 
tain the attractive rate on their pres- 
ent funded debt by resorting to pur- 
chase-lease financing for the needed 
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expansion. To express the same 
thought another way, purchase-lease 
lends itself to piecemeal financing as 
capital is required. 

Rent is a deductible expense for 
income tax purposes whereas, if the 
property is owned, only depreciation 
on a building is deductible. Thus 
under purchase-lease the rent substi- 
tutes for depreciation on the entire 
investment including land. There are 
probably other tax benefits, but these 
might best be examined with the ad- 
vice and approval of tax and legal 
experts. 

In conclusion, it might be proper to 
observe that purchase-lease financing 
is not a “cure-all” for all capital re- 
quirements. However, it has a proper 
place in finance and has proved of tre- 
mendous value in a variety of ways 
to many industrialists. 


Science and the Scientific Method 


Science and the humanities have often been contrasted to their mutual 
disadvantage by people who have little real knowledge of either or both. 
Fortunately the pendulum of intellectual opinion has now started to swing 
towards the concept of unity of knowledge in which the humanities en- 
compass the study of man and his aspirations, while science involves the study 
of his environment. Only those with a limited appreciation for civilization 
can now claim that all of it is contained solely in the humanities or solely in 
science. 

The phenomenal successes in the research of the past five or six decades 
have given us a great, though by no means complete, understanding of our 
environment. The technological application of this research had a profound 
effect upon our control of environment. So profound has been the change 
in techniques used to control environment that society seems to have given 
up the attempt to comprehend the techniques, leaving this to “the experts”. 
One of the characteristics of modern society is that unfortunately it is hag- 
ridden by “experts” with very few real paths of communication between 


them. 


— “Science and Society” by R. W. Nicholls, The Business Quarterly 
of the University of Western Ontario, Winter 1958. 








Accounting for 
Cooperatives: 


A Case Eiistory 
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COOPERATIVE ENTERPRISE in its pres- 
ent-day form originated some 114 
years ago in a very humble way. 
Twenty-eight industrial workers liv- 
ing in Rochdale, England, decided 
that the only way they could improve 
their economic lot would be to band 
together and jointly own a retail store. 
By severe self-denial, they managed 
collectively to save some $100 and 
with this money opened a_ small 
store designed to meet their basic 
economic needs (food and clothing). 
One of the business operating prac- 
tices they established and followed 
was that their price structure should 
be the existing market price. After 
meeting the costs of doing business 
and setting aside necessary reserves, 
any overcharge was returned to the 
customer-owners in relationship to 
their purchases, not in relationship 
to their investment in the organiza- 
tion. 
Four Basic Principles 

In any discussion on cooperatives, 


it is very important that four basic 
principles, on which all true co- 





operatives operate, be kept in mind, 
since the exercise of these principles 
affects the cooperative way of doing 
business. In brief, they are as 
follows: 


1. Open membership (anyone can 
join, regardless of race, religion, or 
political belief). 

2. Democratic control (one member 
— one vote). 

3. Patronage refunds (all surpluses 
distributed to members in ratio to 
purchases ). 

4, Limited interest on share capital. 


Cooperative enterprises are organ- 
ized by people to meet a recognized 
need through mutual self-help action. 
They are of many varied types and 
give various forms of services to their 
members. It is interesting to note 
the many ramifications of modern 
business in the manufacturing and 
marketing fields which utilize the co- 
operative principles, e.g. mutual in- 
surance companies, news gathering 
agencies, electric light and power 
organizations, marketing pools (grain, 
cattle, fruit, vegetables), supply 
agencies (both wholesale and retail), 
etc. These organizations operate in 
accordance with the basic tenet that 
the customer-owners are able to 
realize a profit through dealing with 
themselves and that each member has 
only one vote no matter what invest- 
ment he or she has in the organiza- 
tion. 

In England and the European 
countries the retail cooperative move- 
ment has been primarily an urban 
development. The cooperative move- 
ment in North America began mainly 
as a marketing movement, since the 
recognized need existed in the market- 
ing field. The need in the retail field 
was later recognized, but so far retail 
cooperatives in the United States and 
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Canada are preponderantly rural in 
nature. Farmers have organized co- 
operative associations primarily in an 
effort to lower their costs of produc- 
tion, but there is an ever-increasing 
recognition of the fact that a retail 
cooperative can greatly assist in com- 
batting the constantly increasing cost 
of living. 

There are three main fields of con- 
sumer cooperative accounting: 


1. At the wholesale level. 

2. Accounting done for reporting 
locals (those associations whose 
accounting records are maintained 
by a central organization). 

3. Accounting done by autonomous 
locals (those associations main- 
taining their own records). 


Wholesale Cooperatives 

Federated Cooperatives Limited is 
the main wholesaler supplier for 
approximately 500 consumer-owned 
retail cooperatives located in Mani- 
toba and Saskatchewan. Sales of the 
Federated organization for the year 
ended October 31, 1957, were $50,- 
231,000 and were in the following 
fields of merchandise: dry goods; 
feed, flour and fertilizer; groceries; 
hardware; lumber, coal and wood; 
and petroleum. Goods are handled 
through three branch warehouses 
and a petroleum marketing branch. 
There are also production facilities 
consisting of a coal mine, two lumber 
mills, a petroleum refinery, and an 
oil development unit working on ex- 
ploration and utilization of oil wells. 


All the above-mentioned units have 
self-contained accounting records. 
Once a month summaries of their 
operating statements are submitted 
to head office. 

In addition to the merchandising 
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and production departments, there 
are several service departments which 
have been set up to satisfy the needs 
of local member associations, e.g. 
audit, construction services, petroleum 
equipment, service station planning, 
etc. 

Federated Cooperatives Limited is 
incorporated under a special Act of 
the Saskatchewan Legislature. It is 
owned by the 500 member associa- 
tions which have shares in Federated. 
These shares represent in the main 
reinvested earings derived from 
patronage refunds. 

For the purposes of this study, in- 
sofar as cooperative wholesale ac- 
counting jis concerned, only the 
mechanized accounting function for 
specialized purposes at the head office 
will be examined. 

About two years ago it was decided 
to mechanize certain of the record- 
keeping and accounting functions. 
Each of the three branches has an 
installation of tabulating equipment, 
consisting of key-punch machines, 
verifiers, sorters, interpreters, repro- 
ducers, alphabetical tabulators, etc. In 
addition, electronic accounting equip- 
ment is in operation at head office. 
The punched card work done by 
the equipment falls into two cate- 
gories: 

(a) Work done for local associations 
on a custom basis. 

(b) Work done on wholesale record- 
keeping. 


Patronage Records 

An item which is to a large degree 
peculiar to cooperative record-keeping 
is the maintaining of patronage re- 
cords. Patronage records are cumulat- 
ive records showing the amount each 
member-patron has purchased in each 
sales department of a cooperative. 
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These records are necessary so that 
the net earnings (savings) of the 
association may be distributed to the 
members in proportion to their pur- 
chases. 


Of the 500 member associations, ap- 
proximately 120 ask the central whole- 
sale to compile and maintain their 
local patronage records. Patronage 
slips are filled out (member number 
and amount of sale only) at the as- 
sociation at the time the sale is made. 
These slips are classified by colour or 
coding into the merchandise grouping 
which will bear a patronage refund 
rate and are then sent into the whole- 
sale branch office for recording. Sum- 
mary punch cards are prepared yearly 
for the 120 locals showing individual 
member patronage. There are be- 
tween 200,000 and 250,000 of these 
cards. 

When the financial statements are 
prepared for the local associations, 
the earnings available for refund are 
known. After deducting necessary 
reserves and providing for corporation 
income tax, the amount available for 
refund is applied against total mem- 
ber purchases, and thus a percentage 
rate is established. The summary 
cards are then processed by the elec- 
tronic equipment. 


The majority of the local associa- 
tions have a by-law authorizing the 
placing of the annual refund into the 
members’ share account. This con- 
stitutes a payment (section 75(4) (f) 
of the Income Tax Act), and from 
the viewpoint of the individual co- 
operative, it is a return of an over- 
charge and can be applied as a de- 
crease in the earnings (savings). In- 
sofar as recording is concerned, the 
electronic equipment will produce a 
statement for each of the 50,000 mem- 
bers of the local associations which 











use the tabulating equipment for pat- 
ronage records, and these statements 
will show the following information: 
total purchases for the year (the pur- 
chases may be divided into as many 
as seven different classifications); re- 
fund percentage rates to be applied 
against the various classifications; the 
dollar amount of the refund; the pre- 
vious amount held in share capital; 
any cash payments made during the 
year; the new total held in share cap- 
ital; and the member’s number, name 
and address. 


Reporting Locals 

An essential part of efficient man- 
agement in any enterprise is adequate 
and accurate bookkeeping and ac- 
counting. Recognizing that fact, Fed- 
erated Cooperatives set up a central- 
ized accounting service so that the 
smaller local cooperatives may have 
their bookkeeping and accounting 
done as efficiently and as economically 
as possible. Once a week, the 342 
locals using the centralized accounting 
service send into a branch office 
a weekly report of sales, purchases, 


cash paid-outs, deposits to bank trans- - 


fer account, etc. The reports are 
examined by accounting clerks, who, 
after any necessary corrective action, 
observations or entries, prepare jour- 
nal entries for posting. The local’s 
journal entries are posted by the tab- 
ulating equipment or on bookkeeping 
machines. The total sales volume, 
handled on a reporting basis, was 
$81,000,000 in 1957 ($75,400,000 in 
1956). 

The coding of entries to the ac- 
counts is done by the accounting 
clerks and is based on a standard gen- 
eral ledger index which is designed 
to cover all the necessary account 
classifications in all retail cooperative 
associations. 
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The accounting function is a re- 
sponsibility of branch management, 
while the audit function is performed 
by an audit division which is a part 
of head office. Based on the previous 
year’s sales volume of the associa- 
tions, four categories of associations 
are established at the commence- 
ment of an accounting year: 

(a) Small — up to $50,000 annual 
sales. 

(b) Medium — over $50,000 and up 
to $100,000 annual sales. 

(c) Large — over $100,000 and up 
to $200,000 annual sales. 

(d) Extra large — over $200,000 an- 


nual sales. 


The audit time spent on interim 
test examinations of the records sent 
in by locals in each category is in the 
same ratio as the percentage each 
category's sales bears to the total 
sales. 


During the operating year, at least 


two interim financial statements 
(based on actual inventories ) are pre- 
pared by the accounting sections for 
presentation to and discussion with 
each local’s board of directors and 
general management. 

The Federated trading area, which 
comprises Manitoba and Saskatch- 
ewan, has been divided into 30 
operational districts. Ten districts 
make up a branch warehouse area. 
Each district has a resident Feder- 
ated representative who gives operat- 
ing advice and guidance to the locals 
of that district. The district repre- 
sentative usually presents and dis- 
cusses interim and final financial 
statements with the local boards of 
directors and with local management. 

The year-end statements are sub- 
jected to a detailed balance sheet 
audit and are then submitted in draft 
form to the local boards for examina- 
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tion and the necessary approval sig- 
natures. An approved and _ signed 
copy of the draft statement is re- 
turned to the branch where the state- 
ment was originally prepared for typ- 
ing. The statement form follows a 
standard pattern prescribed by the 
audit division. The typed statements, 
which are on multilith master plates, 
are sent to the head office printing 
department, and final copies are 
printed for distribution to the local’s 
membership. Standards of disclosure 
in the financial statements are as re- 
commended by the audit division and 
follow very carefully the standards of 
disclosure contained in C.I.C.A. Re- 
search Bulletin No. 14. 


Autonomous Locals 


An autonomous local cooperative 
association maintains a complete set of 
accounting records in its own office. 
On the average, the 150 associations 
in this group are considerably larger 
than the reporting locals, whose ac- 
counting is done by a central office. 
Annual sales volume in 1957 for the 
associations in the autonomous group 
ranged from $250,000 to $5,000,000. 


The capital structure of all local as- 
sociations, whether reporting or 
autonomous locals, is the same. Shares 
of a nominal value (usually $1) are 
held by residents of the area, and all 
associations’ earnings are returned to 
the member-patrons. Every associa- 
tion is self-governed; members at 
an annual meeting elect a board of 
directors which directs the associa- 
tion’s activities. The general man- 
ager, who is hired by the board, is re- 
sponsible to the board for the efficient 
operation of the business. The pay- 
ing out of annual earnings is accom- 
plished by one or a combination of the 
following: 
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(a) Cash. 

(b) Transfer from the surplus ac- 
count to shares and/or loan 
account. 

If the second method is followed, 
the association can, when finances per- 
mit, repurchase for cash a portion of 
the shares or repay in cash a percent- 
age of the total loans made. 


The accounting pattern is the same 
as that used by a standard retail sales 
organization with a multi-department 
operation (petroleum, lumber, feed 
and fertilizer, groceries, hardware, dry 
goods, etc.). The general ledger in- 
dex and classification of accounts are 
standard for all retail cooperative as- 
sociations, both autonomous and re- 
porting locals. One major item of re- 
cord-keeping typical to all cooperative 
associations is the maintaining of 
member patronage records. This is 
done in any one of several different 
ways. Some of the larger autonomous 
associations have punched card equip- 
ment on which are kept the patron- 
age records. As mentioned previously, 
some associations send their patron- 
age slips in to Federated, where the 
patronage records are compiled on 
punched card equipment. The major- 
ity of the associations maintain a file 
for each member (either by name or 
member number). The patronage 
copies of the sales slips are filed on a 
daily basis and recaps are prepared 
once a month for each of the required 
sales breakdowns. At the end of the 
operating year, the monthly totals are 
added to arrive at each member’s 
purchases from the cooperative dur- 
ing the year. 

The compiling of detailed patron- 
age records is an expense not usually 
experienced by other than cooperative 
associations. Several years ago, the 











onus for patronage records rested on 
the individual member. The system 
outlined above of maintaining indi- 
vidual patronage records by the asso- 
ciation has been instituted in prac- 
tically all western retail cooperative 
associations since the amount of busi- 
ness transacted with non-members 
could be a factor affecting the co- 
operative’s income tax position. 


Conclusion 

In order to improve the general 
level of the local accountant’s account- 
ing knowledge, and also to promote 
uniformity of accounting practices at 
all locals, five accounting courses 
(each of one week’s duration) have 
been held during the past two years. 


The results of this educational pro- 
gram have been quite satisfactory. At 
the present time, some 40% to 50% of 
the associations produce regular ac- 
counting statements for their man- 
agement and board. 


Consumers are, by and large, un- 
organized and many laws have been 
designed- to protect them from ex- 
ploitation. While such safeguards are 
valuable, it is difficult to deal with 
any but the most flagrant of violations. 
Existence of consumer cooperative en- 
terprises deters exploitation to a cer- 
tain degree. However, to make their 
full contribution to society, cooperat- 
ive enterprises require member- 
owners who are fully informed and 
who select directors able to provide 
the necessary leadership. 

Cooperative leaders have long rec- 
ognized the very important role of ac- 
counting and the proper disclosure 
of accounting information in the 
sound development of cooperative en- 
terprise. 
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Recommendations on the Income 
Tax Act 


Joint Recommendations on the Income Tax Act submitted by the Canadian 
Bar Association and the Canadian Institute of Chartered Accountants 


Toronto, February 6, 1959 


To The Honourable Minister of Finance, and 
The Honourable Minister of National Revenue. 


Sirs: We submit herewith the annual brief of the Joint Committee repre- 
senting the Canadian Institute of Chartered Accountants and the Canadian 
Bar Association for the year 1959. 

The brief presented in each year on behalf of these two professional 
bodies is the result of the collection and sifting of problems raised by mem- 
bers of the two associations in the course of their daily practice from coast 
to coast. The brief attempts to avoid pleas on behalf of special interests. 
The brief also attempts to avoid matters which are solely questions of policy, 
that is to say what will be taxed or what will not be taxed and at what 
amount. The committee’s chief interest is to present to you technical diffi- 
culties which have no substantial revenue implications but nevertheless ought 
to be corrected. 

When the 1958 brief was discussed with you, the pressing problems of 
parliamentary business then precluded a comprehensive consideration of all 
the matters raised therein. This 1959 presentation therefore repeats, with 
some textual modification, most of the recommendations of the previous year 
which could not be implemented. The brief also includes a section dealing 
with the new Estate Tax Act. 

In this brief there are over 50 recommendations with respect to the In- 
come Tax Act. This means that our professions have found over 50 trouble 
spots in a single statute containing in all only 144 sections. Surely as many 
of these irritants as possible should be removed from this Act. 

Some of the recommendations are narrow in scope such as those relating 
to sections 6(j) and 81(8). However, there are subject matters which persist- 
ently give rise to difficulties. These would include: 

. The deductibility of business expenses. 
2. The artificial rules laid down to relate expenses against income in the 
so-called “reserves” problem. 
. The uncertainty as to the tax implication involved in significant proposed 
business transactions. 
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4. The double taxation of corporate profits at the provincial level and in 
international situations. 

5. The sledgehammer effect of the designated surplus provisions on otherwise 
reasonable corporate reorganizations and the frustration of observing cer- 
tain special cases receiving exemption. 

6. The inflexibility in the time factor making the correction of wrong as- 
sessments impossible. 


Reasonable solutions to the problems inherent in these subjects should 
constantly be sought. We have tried in this brief to do so. 

It is 10 years since the appeal procedure was amended and the Income 
Tax Appeal Board introduced. A review of the entire appeal procedure is 
now being undertaken and it is therefore premature to include in the present 
brief recommendations on this subject. 

The recommendations advanced were selected after careful considera- 
tion from a large number received by the national committees of the two 
organizations. As stated above, each of the recommendations submitted 
arises out of problems which practitioners have encountered in their day to 
day work. While the claims of ease in administration must not be over- 
looked, the continuing prospect of high taxation in Canada imposes the obli- 
gation of the maximum of fair taxation. Therefore, none of these recom- 
mendations should be brushed aside merely on the grounds of administrative 
difficulty. The necessity for the recommendation must be weighed against 
that of administrative difficulty and weighed carefully. 


Harorp E. Crate, F.C.A. 
Chairman, Taxation Committee, 
The Canadian Institute of 
Chartered Accountants. 


R. Brepin STAPELts, M.A. 
Chairman, Taxation Section, 
The Canadian Bar Association. 


RECOMMENDATIONS FOR AMENDMENTS 
TO THE INCOME TAX ACT 


PAYMENTS BASED ON PRODUCTION 
OR USE 
Section 6(j) 
Recommendation: It is recommend- 
ed that in connection with payments 
based on production or use, this sec- 
tion be amended to make it clear that 
capital payments received on the sale 


of property are excluded from this _ 


section when the purchase price is 
definite and payable within a fixed 
reasonable time, notwithstanding that 
payments during the period may be 
related to use or production. 


LOANS TO SHAREHOLDERS 
Section 8(2) 
(also Sections 11(1)(da), 38(1), 67(10) ) 


The change made in 1958 affecting 
the treatment of loans taxed in the 
hands of shareholders by virtue of 
section 8(2) is not completely fair 
either to the taxpayer or the Depart- 
ment. 


(1) Where the loan is subsequent- 
ly repaid, relief is provided only in 
the case of individuals and personal 
corporations and this is effective only 
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if they have income taxable under 
Part I in the year of repayment. No 
relief is afforded in the case of a non- 
resident shareholder for the withhold- 
ing tax imposed on a deemed divi- 
dend of this kind. Also in the case 
of a taxpayer who has little or no in- 
come in the year of repayment, the 
tax recovery may be much less than 
the tax imposed on the deemed divi- 
dend. On the other hand, where the 
income of the year of repayment is 
greater in that year than in the year 
in which the deemed dividend was 
taxed, the relief afforded may exceed 
the tax originally imposed. 

(2) The new provision has not cor- 
rected the inequity that exists in con- 
nection with the determination of un- 
distributed income of a corporate 
shareholder that has been deemed to 
have received a dividend by virtue of 
section 8(2). Under such circum- 
stances the undistributed income of 
the receiving company is increased by 
the deemed dividend even if the loan 
is subsequently repaid. The undis- 
tributed income of the company from 
which the dividend is deemed to have 
been received is not, however, re- 
duced by a corresponding aisount, 
possibly because allowance of such 
a deduction might lead to abuse 
through surplus being taxed in the 
hands of particular shareholders sub- 
ject to a low rate of tax. 


Recommendation: It is recom- 
mended: 

(a) That on repayment of part or 
all of a loan that had been deemed 
received as a dividend, the share- 
holder (whether individual or corp- 
orate) should be entitled to recover 
the amount by which his tax (whether 
under Part I or Part III) had been 
increased by virtue of section 8(2) 
in a prior year in respect of the part 


of the loan repaid — possibly with 
some limitation on the time for repay- 
ment. 

(b) That on repayment of part or 
all of such loan a corporate share- 
holder should be entitled to deduct 
the amount of the repayment in com- 
puting its undistributed income. 


EXPENDITURES BY A TAXPAYER FOR 

PROPERTY WHICH HE DOES NOT 

OWN AND IN RESPECT OF WHICH 

HE HOLDS NO LEASEHOLD INTEREST 
Section 11(1) (a) 

A number of recent cases heard by 
the Tax Appeal Board illustrate the 
fact that there are certain types of 
business expenditure which are pro- 
hibited as deductions by section 12 
(1)(b) and in respect of which de- 
duction of capital cost allowance is 
not being permitted, although the 
relative property is not of a class ex- 
pressly excluded by section 1102 of 
the Regulations. 

An expenditure of that nature was 
the subject matter in the case of Sas- 
katoon Community Broadcasting Co. 
Ltd. v. M.N.R. (58 DTC 491). The 
appellant operated a radio station and 
obtained permission from the owner 
of a local arena to build at its own 
expense a gondola for its own exclu- 
sive use for purposes of broadcasting. 
It was stipulated that the gondola, 
which was riveted to the stecl struc- 
ture of the roof of the arena, could 
not be removed by the appellant but 
would remain a permanent part of 
the building. There was no leasehold 
agreement respecting the gondola. 

Mr. Fisher held that, although the 
expenditure was made for the pur- 
pose of increasing the income from 
the appellant’s business, it was ex- 
pended “once and for all” in order to 
secure a capital asset and was thus 
prohibited as a deduction by s. 12(1) 
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(b) of the Act. He stated that 
any relief obtainable could be only 
by way of capital cost allowance. Mr. 
Fisher concluded, however, that the 
latter was not available to the appel- 
lant because (a) the gondola was 
owned not by him but by the arena 
company, and (b) he held no lease- 
hold interest in respect thereof. Ac- 
cordingly the taxpayer’s appeal was 
dismissed. 

The practice of disallowing deduc- 
tion of such expenditures is based ap- 
parently on the assumption that a 
capital cost allowance is granted to a 
taxpayer only in respect of an asset of 
which he is the owner or in which 
he holds a leasehold interest. As 
that assumption is not supported by 
any definite provision of either the 
Act or the Regulations, it is desirable 
that the latter be amended to grant 
expressly to taxpayers the right to de- 
duct a capital cost allowance in re- 
spect of expenditures on property in 
circumstances similar to those rele- 
vant in the case of the gondola. 


Recommendation: It is recommend- 
ed that Part XI of the Regulations be 
amended to provide: 

(a) That a capital cost allowance 
be granted to a taxpayer in respect of 
cost to him of property to be used 
by him for the purpose of gaining or 
producing income and for which he 
has contributed all or part of the 
capital cost, notwithstanding the fact 
that the property is neither owned 
nor leased by him, and 

(b) That the allowance granted by 
section 1100(2) of the Regulations in 
the case of disposal of all property of 
a prescribed class be extended to in- 
clude property described in (a) 
above when the taxpayer has ceased 
to use such property for the purpose 
of gaining or producing the income. 


SURVEY AND INVESTIGATION COSTS 
Section 11(1)(a) 

To meet the growing demand for 
electrical energy Hydro- Electric 
Utilities are compelled to incur sub- 
stantial expenditures investigating 
possible sources of additional power, 
and in so doing they frequently find 
it necessary to examine several altern- 
ative sites in order to select those 
most suitable for development. 


For accounting purposes it is the 
practice in the industry to accumulate 
these preliminary investigation and 
survey costs in a provisional account 
until a site has been chosen for de- 
velopment, whereupon they are cap- 
italized by being added to the con- 
struction costs which in turn are 
transferred to the general property 
account upon completion of the con- 
struction. 

When one site only has been in- 
vestigated and subsequently develop- 
ed, the relative preliminary investi- 
gation costs are deemed to be part of 
the construction costs and the taxa- 
tion authorities invariably permit, as 
deductions from income, capital cost 
allowances on the whole. 

Where several sites have been in- 
vestigated the tendency of the taxing 
authorities and the Courts is to limit 
the application of capital cost allow- 
ances to the investigation costs of the 
site or sites actually chosen for de- 
velopment, and to deny them to the 
similar costs upon the alternative sites 
not immediately selected. The basis 
for the disallowance of the latter costs 
is: 

(1) That they represent payments 
“on account of capital” and conse- 
quently are debarred by paragraph 
(b) of sub-section (1) of section 12 
of the Income Tax Act, and 

(2) That since they are not “prop- 














RECOMMENDATIONS ON THE INCOME TAX ACT 


erty” within the meaning of para- 
graph (a) of subsection (1) of sec- 
tion 11 of the Act, they are not eli- 
gible for the capital cost allowances 
permitted under the regulations. 

Operators of Hydro-Electric plants 
emphasize that it is frequently im- 
practicable to select one particular 
power site for development without 
first investigating several, and that 
from an engineering standpoint the 
individual surveys are merely com- 
ponent parts of a single investigation 
which normally culminates in the de- 
velopment of a particular site or sites. 
On these grounds it is felt unreason- 
able to segregate and disallow any 
portion of the costs of preliminary in- 
vestigations. 

Similar situations frequently arise 
in other industries, in particular the 
forest products and primary indus- 
tries. 


Recommendation: It is reeommend- 
ed that the appropriate paragraph of 
class 2 of Schedule B of the Regula- 
tions be expanded to include the costs 
of preliminary investigations and sur- 
veys as elements of property eligible 
for capital cost allowance. 


DEDUCTION OF INTEREST ON FIXED 
TERM SECURITIES ISSUED AT A 
DISCOUNT 
Section 11(1)(c) and (cb) 

Under section 11(1)(c) a deduc- 
tion is permitted of interest (to the 
extent that it is reasonable): 


(1) upon borrowed money used for’ 


the purpose of earning income 
from a business or property, and 
(2) upon money payable for prop- 
erty acquired for the purpose 
of gaining or producing income 
therefrom or from a business . . . 
While certain expenses of borrow- 
ing money are deductible under sec- 
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tion 11(1)(cb), where bonds or de- 
bentures to secure a loan are issued 
at a discount, i.e. for less than the 
amount repayable by the borrower, 
the borrower is allowed no deduc- 
tion for the amount of the discount 
despite the fact that it is as much a 
cost of the loan as is the interest 
thereon. Further, that part of the dis- 
count which is the underwriter’s com- 
mission is taxable in his hands. 

Recommendation: It is reeommend- 
ed: 

(a) That the difference between 
the par value and the issue price to 
the public of bonds, debentures and 
other fixed-term debts be considered 
as the discount and that deduction of 
such discount should be permitted to 
the extent that the discount is not 
greater than the difference between 
the par value of the security and the 
amount that its discounted value 
would be, if the security had been 
issued with a coupon rate not greater 
than one-quarter of one percent be- 
low the offered yield rate. 

(b) That the difference between 
the issue price to the underwriter and 
the sale price to the public should be 
considered as the underwriter’s com- 
mission and this amount should be 
allowed as a deduction without limi- 
tation since the underwriter would be 
required to include this amount in 
computing his income. 


BUILDERS’ LOANS 
Section 11(1) (cb) 

At present the taxpayer is excluded 
from claiming as an expense a bonus 
paid to a person from whom money is 
borrowed. This works a particular 
hardship on taxpayers in the build- 
ing industry and others who require 
funds for a limited period. Usually a 
loan is obtained of say $30,000 and 
a mortgage is given back for $33,000. 
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Loans of this type are for a short 
period to provide immediate working 
capital as opposed to financing fixed 
asset expansion, the mortgage form 
being used for greater security. 

Recommendation: It is reecommend- 
ed that provision be made under sec- 
tion 11 to alleviate this hardship. 


BAD DEBTS AND RESERVE FOR 
DOUBTFUL ACCOUNTS 
Section 11(1)(e) and (f) 

Advances against purchases are 
frequently made by certain industries 
in the normal course of business such 
as logging operations, canning, and 
fishing. 

Recommendation: It is reeommend- 
ed that section 11(1)(e)(ii) be am- 
ended to read “doubtful debts arising 
from loans or advances made in the 
ordinary course of business” and that 
a similar amendment be made in sec- 
tion 11(1)(f£) (ii). 


INTEREST ON SUCCESSION DUTIES 
Section 11(1) (0) 

Recommendation: It is recommend- 
ed that this section be amended by 
the addition of the words “or interest 
actually paid on money borrowed for 
the specific purpose of paying suc- 
cession duties, estate or inheritance 
taxes, but not in excess of the interest 
that would be charged by the govern- 
ment to whom the duties were pay- 
able”. 


EXPENSES OF TRANSPORT 
EMPLOYEES 
Section 11(7) 

Section 11(7) allows certain trans- 
port employees to deduct amounts 
disbursed for travel, meals and lodg- 
ing under certain prescribed condi- 
tions in arriving at taxable income. 
One of the conditions is that the tax- 
payer must be an employee of a per- 





son whose principal business was the 
transportation of passengers or goods. 
If a company has more than one busi- 
ness its employees are denied the 
benefit of section 11(7) even though 
one of the businesses is transporta- 
tion. 

Recommendation: It is reeommend- 
ed that this section should be amend- 
ed to pass along the intended benefits 
to employees of a person whose 
ordinary business includes the trans- 
portation of passengers or goods. 


DEDUCTIBILITY OF BUSINESS 
EXPENSES 
Section 12(1)(a) and (b) 

Liability for income tax under our 
law is measured by “taxable income” 
which is, generally speaking, net in- 
come minus certain deductions from 
income which are allowed in arriving 
at taxable income. Net income is ar- 
rived at by deducting from the 
amounts included in income certain 
expenditures and allowances. How- 
ever, by reason of specific provisions 
in the Act and a long series of judicial 
decisions in England and Canada, 
many expenses which would be de- 
ducted in arriving at income under 
accepted accounting practices and as 
a matter of common sense are dis- 
allowed for income tax purposes. The 
result, particularly in view of the 
present high rates of taxation, is to 
create inequities and hardship upon 
taxpayers which incur substantial 
bona fide business expenses which, 
for some technical reason, are not 
allowed as deductions. 

The principal difficulties arise from 
sections 12(1)(a) and 12(1)(b) of 
the Act. These provisions have been 
adopted, with certain changes in the 
wording, from corresponding provi- 
sions in the British Income Tax Act. 
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The provision in the British In- 
come Tax Act which corresponds 
with section 12(1)(a) provides that 
no sum shall be deductible in respect 
of disbursements or expenses not 
wholly and exclusively laid out or ex- 
pended for the purposes of the trade. 
In dealing with this provision in 1906 
in the House of Lords decision in 
Strong v. Woodifield, Lord Davey 
made the statement that “it is not 
enough that the disbursement is made 
in the course of, or arises out of, or is 
connected with the trade or is made 
out of the profits of the trade. It 
must be made for the purpose of 
earning profits.” This statement has 
been quoted and relied on by the 
courts many times since 1906. In the 
1955 Report of the British Royal 
Commission on the Taxation of Profits 
and Income it was recommended that 
the restricted meaning applied to the 
statutory provision because of this 
statement by Lord Davey should be 
removed by statute. No legislation 
has as yet been introduced in Eng- 
land to carry out this recommenda- 
tion. It may be observed that the 
wording of section 12(1)(a) is more 
restrictive than the corresponding 
British provision and in fact is very 
similar to Lord Davey’s test for the 
application of the British provision. 


The following are examples of ex- 
penses, the deduction of which has 
been disallowed in Canada: 


(1) The cost of special surveys 
and cruises required by a provincial 
statute to be made on timber limits 
leased from a provincial government 
(K.V.P. Co. Ltd. v. M.N.R., (Ex. Ct., 
1957) ). 

(2) Payments made by a trans- 
portation company to certain munic- 
ipalities to enable them to improve 
their local roads, the payments hav- 


ing been made as a condition of ob- 
taining an order from a_ provincial 
Public Utilities Commission (British 
Columbia Electric Rly. Co. v. M.N.R. 
(S.C. Can., 1958) ). 

(3) A payment made by a mining 
company to a power company in con- 
sideration for the latter extending a 
power line to a mine in a remote 
area (Ormiston Mining and Smelting 
Co. Ltd. v. M.N.R. (ITAB, 1957) ). 
This specific type of expenditure is 
now allowed as a deduction under 
section 11(15) which was enacted in 
1957. 

(4) A commission paid by the pur- 
chaser of an exclusive distributorship 
to the vendor thereof at the rate of 
2c per foot of the product sold (No. 
383 v. M.N.R. (ITAB, 1957) ). 

(5) Travelling expenses of a tax- 
payer and his employee incurred on a 
trip made to acquire knowledge of a 
particular technique (No. 470 v. 
M.N.R. (ITAB, 1958)). This case 
raises the question of whether the 
cost of education should be deduct- 
ible or depreciable. It also raises the 
question whether continuing educa- 
tion of individuals, such as profession- 
al men who require such education 
for the purpose of their businesses, 
or the education by an employer of its 
employees, should be distinguished 
from the initial basic education of an 
individual. 

(6) The price paid to a contractor 
to acquire from him a construction 
contract (No. 392 v. M.N.R. (ITAB, 
1957) ). 

(7) Legal fees and disbursements 
paid to obtain a favourable modifica- 
tion of the customs tariff affecting 
materials imported by the taxpayer 
(Arrco Playing Cards Co. (Can.) 
Ltd. v. M.N.R. (Ex. Ct., 1957) ). 

(8) Expenses of a libel action 
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where the alleged libel related to the 
way in which the taxpayer's busi- 
ness was carried on (William F. 
Koch Laboratories of Canada Ltd. v. 
M.N.R. (ITAB, 1956) ). 


(9) Promotional expenses incurred 
on behalf of subsidiary companies 
(Canadian Ice Machine Co. Ltd. v. 
M.N.R. (ITAB, 1957) ). 


(10) Expenses in connection with 
relations of a company and its share- 
holders (Distillers Seagrams Ltd. v. 
M.N.R. (ITAB, 1958) ). 


Most of the above cases were de- 
cided in Canada in the last three 
years. The list could be supple- 
mented indefinitely. While some of 
these cases are under appeal and 
while some of the inequities and 
hardships might be ameliorated by 
judicial decision, it is submitted that 
any substantial improvement of the 
law relating to deductions is unlikely 
from this source and in any event 
would only be a partial solution. It is 
submitted that the entire subject of 
deductions should be reviewed and 
re-examined and that the Income Tax 
Act should be amended in such a way 
as to permit the deduction of bona 
fide expenses incurred in connection 
with the operation of a business or 
property. 

We would suggest that expenses 
which are disallowed for tax purposes 
should generally speaking be confined 
to the following classes: 


(a) Expenses made to acquire a 
capital asset where the value of the 
asset will diminish over a period, in 
which case, the cost should be allow- 
ed over a number of years as depre- 
ciation, depletion or amortization. 

(b) Expenses made to acquire a 
capital asset or benefit which will not 
depreciate m value such as land. 
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(c) Expenses made to earn certain 
types of exempt income. 

(d) Expenses which are not re- 
lated to a business, or to a property 
held for the production of income. 

The revenue is partly protected in 
respect to these types of expenses by 
section 12(1)(c) which prohibits the 
deduction of expenses made to earn 
exempt income, section 12(1)(h) 
which prohibits the deduction of per- 
sonal or living expenses and section 
12(2) which prohibits the deduction 
of unreasonable expenses. Some addi- 
tional protection is required in sec- 
tions 12(1)(a) and 12(1)(b), but it 
is submitted that these provisions as 
construed by the courts are much too 
restrictive and, as indicated above, 
create inequities and hardship. 

Recommendation: It is recommend- 
ed that paragraphs (a) and (b) of 
section 12(1) be amended so as to 
read somewhat as follows: 

(a) An outlay or expense except 
to the extent that it was made or 
incurred by the taxpayer for the pur- 
pose of gaining or producing income 
from property or in connection with a 
business of a taxpayer or in connec- 
tion with the formation or operation 
of a corporation or other organiza- 
tion established to carry on a busi- 
ness. 

(b) An outlay made to acquire a 
capital asset or advantage which by 
its nature will endure indefinitely or 
in respect of which allowances may 
be deducted under this Part, except 
to the extent of such allowances. 

As an alternative to this recom- 
mendation it is suggested that pro- 
vision might be made for a positive 
deduction of business expenses in- 
cluding corporate and other expenses 
such as appeal costs; this should be 
a general provision under section 11 
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as it would not appear possible to 
detail specific deductions which 
would cover all circumstances. 


Specific deductions should be pro- 
vided for: 

(a) legal and other costs includ- 
ing professional fees in connection 
with the ascertainment of income tax 
payable on business profits (including 
appeals from assessments) or in con- 
nection with actions brought against 
the business which do not result in 
the acquisition of any asset of endur- 
ing value already possessed by the 
business, and 

(b) the costs of acquiring or pro- 
tecting a franchise, or other long- 
term advantage which, though having 
in fact a life shorter than the life of 
a business, is not limited to a definite 
period in the document which gives 
rise to it. 


RESERVES 
Sections 12(1)(e), 85B, 11(1)(e) and 
6(e) 

Under sound accounting practice, 
the term “reserve” is no longer norm- 
ally applied with respect to the fol- 
lowing: (Reference is made to Bul- 
letin No. 9 of The Canadian Institute 
of Chartered Accountants published 
in January 1953.) 

(1) Deductions made from the 
stated value of an asset for the pur- 
pose of (a) reducing it to the amount 
expected to be realized, e.g. “reserve” 
for doubtful accounts, or (b) indi- 
cating the portion of its cost which 
has been charged against operations, 
e.g. “reserve” for depreciation. 

(2) Estimates of expenses payable 
(where exact amount payable has not 
yet been ascertained ) with respect to 
the year’s business, e.g. “reserve” for 
salesmen’s commissions, “reserve” for 
taxes. 
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(3) Estimated probable future 
costs (based on actual experience) in 
respect of otherwise completed trans- 
actions, e.g. “reserve” for product 
guarantees. 

(4) Prepaid income received for 
services or goods to be supplied in 
the future, e.g. tickets sold by trans- 
portation or amusement companies, 
dairies, bakeries, etc. 

(5) Deposits received or charges 
made in connection with shipment or 
sale of returnable containers. 

The above types of transactions are 
held, in the accounting sense, to be 
properly deducted from (or excluded 
from) income in arriving at business 
profits for any given period and are 
normally determined on the basis of 
actual experience of the particular 
business. 

On the other hand, true “reserves” 
in the accounting sense are held to 
relate only to amounts appropriated 
from net profits, after such profits 
have been ascertained; such appro- 
priation may be made either at the 
discretion of the management or pur- 
suant to statutory or other require- 
ments, e.g. general reserves, contin- 
gency reserves, reserves for possible 
future decline in inventory values, 
sinking fund reserves, etc. These re- 
serves may normally be regarded as 
part of the shareholders’ equity. This 
limitation in the use of the term “re- 
serve’ is supported by terminology 
used in the recent revision of the On- 
tario Corporations Act and by ac- 
counting publications in Canada, 
United States and the United King- 
dom. 

The present sections of the Income 
Tax Act dealing with “reserves” in- 
clude: 


(1) Section 12(1)(e), which pro- 


hibits the deduction, in computing in- 
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come, of an amount transferred or 
credited to a reserve, contingent ac- 
count or sinking fund except as ex- 
pressly permitted by the Act. 

(2) Section 11(1)(e), which per- 
mits the deduction of a reasonable 
amount as a reserve for doubtful 
debts, subject to the amount thereof 
being included in the taxpayer's in- 
come in the following year (section 
6(e)). 

(3) Section 85B, dealing with 
“Special Reserves”. 

Section 85B (enacted in 1953) pro- 
vides that all receipts and receivables 
of a year are to be included in com- 
puting the income of that year sub- 
ject to the allowances of reasonable 
“reserves” (which are to be brought 
into taxable income in the succeed- 
ing year) with respect to a trader’s 
obligation to deliver goods, render 
services or redeem containers, rentals 
paid in advance for land or a ship, 
profit portion of price of property 
sold which is not payable for more 
than two years. 

In establishing the general rule that 
amounts prepaid for goods and ser- 
vices are to be included in computing 
the profit of the year in which they 
are received rather than that in which 
they are earned, section 85B violates 
the basic accounting principle that 
periodic profit can only be ascertain- 
ed by setting off the costs against the 
receipts attributable to the transac- 
tions of a period. 

Recommendation: It is accordingly 
recommended that section 12(1)(e) 
be repealed since the deduction of 
true “reserves” as used in the account- 
ing sense is not admissible in the pro- 
per determination of business profits 
and since section 4 of the Income Tax 
Act appears to provide adequately for 
the taxation of true business profits 





when it defines “income” from a busi- 
ness or property as being the profit 
therefrom. If, however, greater cer- 
tainty and protection are required to 
ensure the effective assessment of tax 
on business profits, section 12(1)(e) 
could be retained if the term “re- 
serve” is used only in its proper ac- 
counting sense, as outlined above. 

It is also recommended that, in 
view of our strong belief that the con- 
struction of section 85B conflicts with 
normal accounting practice, this sec- 
tion be repealed. Bulletin No. 9, pre- 
viously referred to, establishes the 
generally accepted accounting prin- 
ciples involved in Canada, and can be 
regarded as a proper basis for this 
recommendation. 


SPECIAL CORPORATION TAXES 
Section 12(4) 

This provision may have the effect 
of disallowing provincial taxes on 
capital and places of business which 
are necessary expenses laid out in the 
earning of income, that should prop- 
erly be allowed as a deduction for tax 
purposes, and that have always been 
so allowed in the past. The provi- 
sions are complicated and confusing, 
and quite unnecessary. 

Recommendation: It is reeommend- 
ed that the subsection be repealed. 


HOLDING COMPANY EXPENSES 
Section 12(6) 

It is sometimes convenient for a 
holding company to own real estate 
which is leased to the operating com- 
panies as well as owning shares of 
the operating subsidiaries. This pro- 
cedure facilitates financing, bond is- 
sues, etc. It is suggested that com- 
panies in this position should not be 
denied the right to deduct the usual 
holding company expenses. 

Recommendation: It is recommend- 
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ed that the words “or property leased 
to subsidiary-controlled corporations” 
should be inserted at the end of sub- 
section 12(6). 

It is further recommended that the 
principle inherent in section 12(6) 
be made applicable to section 11(1) 
(c), so that, in appropriate cases, in- 
terest paid by a holding company will 
be deductible even if the borrowed 
money is used to finance an invest- 
ment in the capital stock of subsidi- 
aries. 


FARMERS AND FISHERMEN 
Farming as Chief Source of Income 
Sections 13 and 42 

It sometimes occurs that farm losses 
are disallowed when farming is un- 
questionably being carried on as a 
profit making venture with no ele- 
ment of a hobby nature involved in 
the farming. The same is true with 
respect to averaging under section 42. 

Recommendation: It is reeommend- 
ed that these sections be reviewed 
and revised to eliminate inequities 
which do occur because of the in- 
terpretation being placed on the 
phrase “chief source of income”. 


Averaging Incomes of Farmers and 
Fishermen 
Section 42 
Under section 42 the income of a 
farmer or fisherman may be averaged 
in five-year blocs in accordance with 
the requirements set out in this sec- 
tion, whence it follows that if a farmer 
or fisherman dies or retires from 
farming or fishing before an averag- 
ing bloc is completed there is no 
right to average his income for the 
period expired to the date of his 
death or retirement. 
Recommendation: It is accordingly 
recommended that section 42 be am- 
ended to permit the income of a farm- 


er or fisherman to be averaged for a 
shorter period than five years where 
the end of that period coincides with 
his death or retirement. 


FISCAL YEAR-ENDS 
Section 15(3) 

At the present time, where a pro- 
prietor, as distinct from a partner, dis- 
poses of a business during a fiscal 
year, he has the right to elect that his 
fiscal period be deemed to have end- 
ed at the time it would ordinarily 
have ended. 

This right of election, however, is 
not granted to partners but is granted 
only to proprietors. 

An example of the above is where 
two partners are in business and their 
fiscal year ends February 28 and 
they dispose of their business on June 
30. Under the Income Tax Act the 
partners cannot elect to continue their 
fiscal period to the end of the normal 
fiscal period and are taxable on six- 
teen months’ income. Had_ this 
example been a proprietor, under the 
Income Tax Act, he could elect to 
continue his fiscal period to the end 
of the normal fiscal period (section 
15(3) ). 

Section 15(2) gives this right to 
members of partnerships in cases 
where the partnership is wound up by 
reason of the death or withdrawal of 
a partner or by reason of a new mem- 
ber being taken into the partnership. 

Recommendation: It is reeommend- 
ed that this election be granted to 
partners as well as to proprietors. 


INADEQUATE CONSIDERATION 
Section 17(2) 

This section covers sales to a person 
with whom the taxpayer is not deal- 
ing at arm’s length at a price less than 
what is determined to be the fair 
market value. The fair market value 
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must be used by the vendor for the 
purpose of computing his income and, 
if such is the case, the purchaser 
should be entitled to use the same 
market value for the purpose of com- 
puting his income and must have the 
right to be reassessed. 

Recommendation: This _ section 
should be amended by the addition of 
the following “and the fair market 
value thereof shall, for the purpose of 
computing the purchaser’s income, be 
deemed to have been paid or to be 
payable therefor”. 


TRANSFERS TO SPOUSE, MINORS, 
ETC. 
Sections 21(1) and 22 

These sections provide that where 
property is transferred from a taxpay- 
er to his spouse or to a minor or trust, 
the income from the property shall be 
included in the income of the trans- 
feror in later years. 

Recommendation: It is recommend- 
ed that these provisions should apply 
only to the excess, if any, of the value 
of the property so transferred over 
the value of the consideration receiv- 
ed therefor. 


HUSBAND AND WIFE 
Section 21(2) and (3) 

These provisions disallow the de- 
duction from taxable income of the 
remuneration paid to a wife who is 
employed by her husband or a part- 
nership in which her husband is a 
partner. 

Recommendation: It is reeommend- 
ed that the remuneration received by 
an employed spouse should be de- 
ductible and treated as separate in- 
come in the employee’s hands, where 
the services are actually performed 
and a compensation is not greater 
than what would be paid to another 
person for the same services. 


UNCLES, AUNTS, ETC. 
Section 26(1)(d) 

Under section 26(1)(a) subsection 
(iii) a person wholly dependent upon 
a taxpayer and connected with him 
by blood relationship, marriage or 
adoption is classified as a dependant 
for the purpose of establishing mar- 
ried status for an unmarried person 
or a married person not supporting 
his spouse and supporting this de- 
pendant in a self-contained domestic 
establishment. 

There are many instances where 
uncles, aunts, cousins, nephews or 
nieces are actually supported by tax- 
payers at home, in institutions or in 
hospitals. These relatives are not 
classified as dependants under section 
26(1)(d). 

Recommendation: It is accordingly 
proposed that section 26(1)(d) be 
amended to include dependants con- 
nected with the taxpayer by blood 
relationship, marriage or adoption. 


MEDICAL EXPENSES 
Section 27(1)(c) 

The medical expense allowance is 
presumably designed to allow taxpay- 
ers a deduction for catastrophic or 
unduly severe medical expenses 
which have the effect of reducing in- 
come and which are uncontrollable. 
The section as presently written limits 
the amounts of expenses deductible 
and in many cases falls short of the 
original intention of the legislators. 

Recommendation: It is recommend- 
ed that the present restrictions on the 
maximum amounts allowable be 
rescinded. 


BUSINESS LOSSES 
Section 27(1)(e) 
Recommendation: It is recommend- 
ed that this section be amended so 
that business losses sustained in the 
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five taxation years immediately pre- 
ceding and the two taxation years im- 
mediately following the taxation year 


may be deducted. 


DESIGNATED SURPLUS 
Section 28(2) 

We feel that the provisions of sub- 
sections (2) to (9B) of section 28 im- 
pose an unnecessary obstacle to good 
business organization for an unlimited 
period. It is recognized that these 
provisions are required to deter tax- 
payers from endeavouring to obtain 
an unreasonable capital gain by sell- 
ing out a closely held corporation to 
another one on the understanding 
that the surplus of the first corpora- 
tion could be used to reduce the cost 
of the purchase to the second com- 
pany. We submit that this purpose is 
not applicable in many cases where 
the corporations both before and after 
the purchase are members of a group 
of companies having common con- 
trol. The provisions result in rigidity 
in the organization of groups of com- 
panies and impose an obstacle in the 
way of reorganizations which should 
take place from a business point of 
view. It is felt that some means 
should be found to permit corporate 
reorganization after a reasonable 
length of time so that the purchaser is 
not forever saddled with an operation 
which he cannot economically incorp- 
orate into his own. 

Recommendation: It is reeommend- 
ed that the designated surplus provi- 
sions be reviewed with the object of 
devising an overall solution to the nu- 
merous inherent problems. Consid- 
eration might be given to the follow- 
ing proposals: 

(1) That the provisions of the 
designated surplus sections become 
inoperative after a lapse of five or 
ten years or, alternatively, that the 


controlled corporation be permitted 
to elect to pay tax at the rates set out 
in section 105 on one-fifth of the 
designated surplus in each of five sub- 
sequent years. 

(2) That a_ subsidiary-controlled 
corporation be empowered to elect 
and pay the special tax under section 
105 on an amount equal to dividends 
paid by the controlling company af- 
ter control was acquired, providing 
consent of the controlling company 
is obtained and such dividends are no 
longer eligible for election by the con- 
trolling company. 

It is further recommended, in any 
event, that the designated surplus 
provisions should not apply to a num- 
ber of specific circumstances, includ- 
ing the following: 

(1) Where a_ sub-subsidiary ac- 
quires control of another sub-sub- 
sidiary of the same parent corpora- 
tion. 

(2) Where a parent corporation 
acquires from a subsidiary corpora- 
tion the shares of a sub-subsidiary. 

(3) Where the shares of the con- 
trolled corporation are acquired for 
an additional issue of common stock 
of the controlling corporation in an 
amount at least equal to the outstand- 
ing common stock and undistributed 
income of the controlled corporation. 


ASSOCIATED COMPANIES — 
ALLOCATION OF $25,000 “BASE” 
Section 39(3a) 

Recommendation: It is suggested 
that, where companies deemed asso- 
ciated divided a “base” for the 20% 
income tax on the first $25,000 lee- 
way be given to the group to re-allo- 
cate that base on the reassessment of 
one or more of the companies in that 
group. Time limits for this should be 
60 days from the date of mailing the 
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last notice of assessment or reassess- 
ment of any of the companies in the 


group. 


FOREIGN TAX DEDUCTION 
Section 41 

Inequities arise by reason of the 
fact that the withholding tax on in- 
come paid to non-residents is charged 
on the gross amount of income paid, 
without deductions of any kind. For- 
eign countries, such as the United 
States, follow the same procedure 
when charging withholding tax on in- 
come from United States sources paid 
to Canadian residents. Interest in- 
come, for example, received by a 
Canadian taxpayer from a United 
States payer is subject to a United 
States withholding tax of 15% at the 
source and is also subject to ordinary 
rates of tax in the recipient’s Cana- 
dian return. In computing the for- 
eign tax credit allowed to a Canadian 
taxpayer, it is the practice of the Di- 
vision to disallow a portion of the 
foreign tax deemed applicable to an 
amount of income equal to the am- 
ount of expenses considered applic- 
able to the foreign income. To the 
extent of this disallowance the income 
is subject to taxation that seems un- 
justified. The interpretation given to 
section 41(1) by the Appeal Board 
in the recent case of R. C. Van der 
Voort v. M.N.R., for example, is ex- 
tremely unfair and inequitable. 

The basis upon which taxes are im- 
posed by foreign countries will not 
necessarily correspond to that on 
which Canadian taxes are computed. 
For example, the United States im- 
pose a tax on capital gains but do not 
tax certain forms of corporate distri- 
butions that are taxable in Canada. 
It would appear equitable to allow as 
a credit against Canadian tax any 
taxes imposed by a foreign country in 


the year that qualify as an income 
tax subject only to a limitation to the 
Canadian federal tax on all income 
derived from sources within that 
country. 

Recommendation: It is reeommend- 
ed that section 41(1) be amended to 
permit the deduction of an amount 
equal to the lesser of: 

(a) The tax (qualifying as an in- 
come tax) paid by the taxpayer to the 
government of a country other than 
Canada, or 

(b) That proportion of the Cana- 
dian tax for the year otherwise pay- 
able that (i) that part of the taxpay- 
er’s income from sources in that coun- 
try minus amounts that are deduct- 
ible for the year under paragraph (d) 
of sub-section (1) of section 28 is of 
(ii) the taxpayer’s income for the 


year minus amounts that are deduc-' 


ible for the year under section 28. 
Alternatively: 

(b) The amount by which the tax- 
payer's tax otherwise payable has 
been increased by reason of the inclu- 
sion of the foreign income. 

It is further recommended that 
foreign income taxes be allowed as a 
deduction in the computation of in- 
come, as an alternative to claiming 
credits under this section against 
taxes otherwise payable. 


RULES RE ASSESSMENTS 
Section 46(5) 

This subsection gives the taxpayer 
the right to file an amended return 
for a taxation year within one year 
from the day when the return for that 
year was due for filing if he incurs a 
deductible business loss in the follow- 
ing taxation year. If, however, the 
taxpayer is delayed in filing the am- 
ended return it would appear that he 
will lose part or all of the loss deduc- 
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tion. It is suggested that this penal- 
ty is too severe and the provision 
should be amended to require an 
automatic reassessment of the pre- 
vious year’s taxable income. 


WITHHOLDING 
Section 47 and Part 1 of the Regulations 

Section 47 imposes an obligation on 
every person making certain types 
of payments to withhold such amount 
as may be prescribed and to remit 
these amounts to the Receiver Gen- 
eral on account of the payee’s tax for 
the year under Part I of the Act. 

The provisions of Part I of the Reg- 
ulations, which prescribe the amounts 
to be withheld, require withholding 
of tax from all payments of remun- 
eration to employees, whether or not 
such employees are residents of Can- 
ada or otherwise liable to Canadian 
tax. In addition, the amounts re- 
quired to be withheld from commis- 
sions paid to employee salesmen are 
based on the amounts paid even 
though the recipient may be required 
to pay substantial expenses out of the 
gross commission income. A similar 
situation exists in the case of pay- 
ments made to non-residents in re- 
spect of services rendered in Canada, 
otherwise than in the course of reg- 
ular and continuous employment. 
This would appear to apply not only 
in the case of employees but also to 
independent contractors performing 
services in Canada for a fee. In all 
such cases withholding is required on 
the basis of the gross amount paid 
for the services without regard to the 
expenses incurred in earning the rev- 
enue. 

Recommendation: It is reecommend- 
ed that section 47(1) and/or Part I of 
the Regulations should be amended 
to: 


(1) Make it clear that withhold- 
ing of tax is not required in the case 
of payments to non-residents of am- 
ounts which would not be subject to 
Canadian tax. 

(2) Provide that the amount of in- 
come from which withholding is re- 
quired may be reduced by the am- 
ount of expenses incurred by the 
payee in earning that income. 


PAYMENT OF TAX 
Section 51(1) 

Canada is the only country known 
to us which requires prepayment of 
tax when the amount is in dispute. 

Recommendation: The mandatory 
payment of tax in a case under objec- 
tion or appeal should be removed. 


INTEREST ON RE-ASSESSMENTS 
Section 54 

Interest received on overpayment 
of taxes must be included in a tax- 
payer’s income. Interest paid by a 
taxpayer on a deficiency should be 
deductible. 

Recommendation: It is recommend- 
ed that interest on re-assessments 
both Dominion and provincial be al- 
lowed as a deductible operating ex- 


pense. 


INTEREST ON TAXES 
Section 54(6) 

Recommendation: It is reeommend- 
ed that section 54(6) be re-enacted 
with an amendment to provide that 
except in cases of fraud or misrepre- 
sentation interest on additional am- 
ounts arising on re-assessment shall 
commence only from 30 days after the 
day of mailing of the notice of re- 
assessment establishing any addition- 
al amount of taxable income instead 
of 30 days from the day of mailing 
of the notice of the “original assess- 
ment”. 





NOTICE OF OBJECTION 
Section 58 

There are occasions when taxpayers 
because of circumstances over which, 
from a practical point of view, they 
have little or no control, find them- 
selves denied an appeal against an as- 
sessment by reason of the require- 
ment that a notice of objection must 
be delivered within sixty days of the 
date of the assessment. 

The Minister has been using sec- 
tion 57(1) as a discretionary section 
to reopen returns where the taxpayer 
has been able to convince him that an 
error in the original filing was made. 
However, the taxpayer has no right of 
refund if he has been assessed as 
filed, having paid the tax as shown on 
the return and sixty days has passed 
from the date of assessment without 
an objection or an appeal being filed. 

Recommendation: It is recommend- 
ed that the period be extended to six 
months and also that provision should 
be made in the Act to permit such 
taxpayer to make application there- 
after to the Minister for an extension 
of time, and if the Minister refuses, 
then for an application to a Member 
of the Income Tax Appeal Board to 
the same effect, with leave to appeal. 


Such leave should be automatically 
granted where the taxable income of 
an earlier year is reassessed after 60 
days have elapsed from the day of 
mailing of the notice of assessment 
where changes made in the earlier 
year (such as inventory adjustments, 
changes in the cost of depreciable 
property, subsequent foreign tax ad- 
justments, etc.) affect the taxable in- 
come of the later year. 


DEDUCTION FOR CANADIAN TAX 
WITHHELD FROM TRUST INCOME 
Section 63 
Where a Canadian beneficiary re- 
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ceives income from a foreign estate 
or trust having income from Cana- 
dian sources that is subject to the 15% 
withholding tax in Canada, such in- 
come is subject to tax a second time 
in the return of the Canadian bene- 
ficiary with no provision for a tax 
credit in respect of the Canadian tax 
withheld at the source. 
Recommendation: It is reeommend- 
ed that the tax withheld from his 
share of such income should be re- 
funded to the Canadian beneficiary, 
or treated as a payment of his tax 
under Part I of the Act, and his right 
to the 20% dividend credit on any 
Canadian dividends included in his 
income should be confirmed. 


DIVIDEND DEDUCTION TO A 
BENEFICIARY OF A TRUST OR 
ESTATE 
Section 63(11) 

This provision allows a beneficiary 
of a trust or estate to claim the 20% 
dividend credit in respect of his share 
of dividends from taxable Canadian 
corporations received by the trust or 
estate. It would appear that this al- 
lowance is lost in a case where an es- 
tate is a beneficiary of another es- 
tate. 


Recommendation: It is recommend- 
ed that this anomaly should be re- 
moved. 


AMOUNTS RECEIVABLE AT TIME OF 
DEATH 
Section 64(2) 

Cases of hardship arise from time 
to time where the representatives of 
a deceased taxpayer are unaware of 
the options available under section 
64(2) for reporting amounts receiv- 
able at time of death. The section 
frequently applies to the widow and 
orphan class and inequity is more 
likely to befall those among them 
who are least able to afford it. 
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Recommendation: It is recommend- 
ed that the Revenue Department 
should be required to notify the legal 
representative of deceased persons 
prior to the issue of an assessment of 
the elections available under section 
64(2). 


RIGHTS OR THINGS OF INCOME 
NATURE OWNED BY DECEASED 
TAXPAYER 
Section 64(2) and (3) 

In Western Canada the large ma- 
jority of farmers calculate their in- 
come on a cash basis. As a result, 
upon death, the value of their grain 
and livestock inventory is brought in- 

to income under section 64(2). 

In the case of grain, owing to 
Wheat Board restrictions, it is un- 
likely that it can be sold except in 
gradual stages over a period of years 
and at a price which is uncertain. 

This situation creates a hardship to 
the estate in that the income tax must 
be paid on the present value of the 
grain in spite of the fact that a cash 
return may not be received for a 
number of years. 

Recommendation: It is reeommend- 
ed that section 64(3) be extended to 
permit the value of grain sold by an 
estate, as well as by a beneficiary, to 
be included in income in the year of 
sale. 

PERSONAL CORPORATIONS 
Section 67 

Section 32(5)(c) defines rental in- 
come from real property as “earned 
income”. 

Recommendation: It is reeommend- 
ed that section 32 be amended to ex- 
clude from surtax rentals received 
through personal corporations and 
now treated as “investment income” 
by virtue of section 67(1). 

Recapture of depreciation of per- 


sonal corporations is taxable in the 
hands of the shareholders in the year 
of recapture as section 43(2) does 
not apply to personal corporations. 
Recommendation: It is recommend- 
ed that section 43(2) be amended to 
provide that recapture of depreciation 
of a personal corporation may be tax- 
able in the hands of the shareholders 
on record at the end of the taxation 
year of the recapture as provided for 
by this section and applicable to other 
corporations or individuals. 


PERSONAL CORPORATIONS 
Section 67(3) 

The wording of section 67(3) is not 
clear and might be interpreted in 
such a way as to require inclusion in 
the incomes of the shareholders of a 
personal corporation of more than the 
full amount of the income of the per- 
sonal corporation. Each shareholder 
is required to include in income the 
proportion of the income of the per- 
sonal corporation for the year that 
the value of the property transferred 
or loaned by him or by the previous 
owner of his shares is of the value of 
all of the property transferred or 
loaned to the corporation by its 
shareholders. In a case where a 
shareholder has disposed of some but 
not all of his shares it would appear 
that he would still be required to in- 
clude in his income a share of the in- 
come of the personal corporation 
based on the whole amount that he 
had contributed to the corporation in- 
cluding the amount contributed in re- 
spect of the shares disposed of. In 
addition, the new owner of these 
shares might be taxed on a share of 
the personal corporation’s income 
based on all of the contributions 
made by the previous owner of his 
shares and not merely the contribu- 
tion made by the previous owner in 
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respect of the particular shares ac- 
quired. 

Recommendation: It is recommend- 
ed that the wording of this provision 
should be changed to make it clear: 

(1) That no more than the full 
amount of the income of a personal 
corporation will be included in the in- 
comes of its shareholders, and 

(2) In whose hands the income 
should be taxed. 


INTEREST: NON-RESIDENT OWNED 
INVESTMENT CORPORATION 
Section 70(1) 

It is reasonable that interest paid to 
a non-resident should be disallowed 
in view of section 106(1)(b)(i). 
However, it would appear to be in- 
equitable to disallow interest paid in 
the ordinary course of business to a 
resident of Canada, such as bank in- 
terest or interest paid to a Canadian 
~ broker. 

Recommendation: It is reeommend- 
ed that the concluding words of the 
section read “on its bonds, deben- 
tures, securities or other indebtedness 
to non-residents of Canada”. 


PROFIT SHARING PLANS 
Section 79(6) 

Some clarification of section 79(6) 
would be in order. In many profit 
sharing plans a withdrawing member 
will receive payment from the trustee 
equal to the market value of his share 
of the funds in the hands of the trus- 
tee. He may receive payment in cash 
or if the funds are invested in the 
stock of the employer company, he 
may receive a number of shares. In 
any event, it is entirely possible that 
he will receive an amount in excess of 
what can be attributed to payments 
made by him, amounts on which he 
has already paid tax or to capital 
gains made by the trust. This excess 
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may be wholly attributable to appre- 
ciation in market value of trust hold- 
ings which, if liquidated by the trus- 
tee, would produce a _ non-taxable 
capital gain. 

Recommendation: It is reecommend- 
ed that the withdrawing member 
should not be required to pay tax 
on payments which he receives in re- 
spect of unrealized capital gains of 
the trust. 


WHERE PAID-UP CAPITAL 
INCREASED 
Section 81(8) 

A strict reading of this section 
would appear to mean that the con- 
version of debentures and other lia- 
bilities into capital stock with a re- 
sulting increase in the paid-up cap- 
ital would be a deemed capitalization 
of undistributed income. The share- 
holders would be taxable to the ex- 
tent of this capitalization. It does not 
seem reasonable that this should be 
the case and with the number of 
convertible debenture issues of the 
last few years it could be a matter of 
considerable importance. If such is 
a proper interpretation of this section, 
it is recommended that a revision be 
made to add to paragraph (b) of 
sub-section (8) following the word 
“assets” “and/or reduced the liabili- 
ties”. 

DRILLING COSTS 
Section 83A and Regulation 1204 

There appears to be an anomaly in 
the Income Tax Regulations which 
denies to certain corportions the right 
to deduct drilling costs of an oil or 
natural gas well inside Canada while 
at the same time they may, under 
section 1204(1), deduct similar costs 
of a well outside Canada from the 
income of the well. 

Recommendation: It is recommend- 
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ed that the Regulations should be 
amended to provide that all corpora- 
tions may deduct drilling costs of a 
well inside Canada from the income 
of that well. 


DEDUCTION OF DRILLING AND 
EXPLORATION EXPENSES BY 
ASSOCIATIONS, ETC. 

Section 83A(4) 

Persons who enter more than one 
association, partnership or syndicate 
formed for the purpose of exploring 
or drilling for petroleum or natural 
gas find that taxwise they are in a 
unique position. If one assocation 
fails to be successful or to find pro- 
duction, the excess expenditure can 
neither be charged off against other 
income of any type whatsoever nor 
can it be offset against an excess of 
income over expenses in another as- 
sociation formed for the same pur- 
pose. Normally a taxpayer who loses 
money in one business venture can 
offset that loss if he has made a profit 
in another business venture in the 
same taxation year. Here a taxpayer 
may have an interest in two ventures 
in exactly the same type of business 
but cannot match excess expense 
against excess income. 

Recommendation: It is reeommend- 
ed that provision be made under sec- 
tion 83A(4) for each member of an 
association, partnership or syndicate 
formed for the purpose of exploring 
for petroleum or natural gas to seg- 
regate his share of income and ex- 
pense and be permitted to personally 
consolidate such income and expense 
from two or more such similar ven- 
tures. 


SALE OF INVENTORY 
Section 85E 


In the event of sale of a business 
between persons not dealing at arm’s 
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length, or from a corporation to 
shareholder, it is not clear whether 
section 85E would take precedence 
over section 17. 

Recommendation: It is recommend- 
ed that it should be possible in such 
cases to transfer inventories at the 
values accepted for the purpose of 
section 14(2) without incurring risk 
of tax on deemed income under sec- 
tion 17. 


REORGANIZATIONS, 
AMALGAMATIONS, ETC. 
Section 851 

It is suggested that the Act might 
be changed to permit all forms of 
corporate reorganizations, mergers 
and amalgamations that can be justi- 
fied by economic and business rea- 
sons and do not result in a tax benefit 
or advantage to the shareholders or 
companies involved. 

Only two or more companies in- 
corporated under the laws of the 
Province of Ontario (and perhaps 
some other provinces) can achieve 
the type of amalgamation described 
by section 851 of the Act. However 
other means of achieving the same 
corporate result are available but 
these may have very different tax 
consequences. 

Recommendation: It is recommend- 
ed that amalgamations effected by 
means other than those referred to in 
section 851(1) should be dealt with 
in substantially the same way as set 
out in section 851. 


AMALGAMATIONS—DETERMINATION 
OF UNDEPRECIATED CAPITAL 
COST 
Section 851(2) (d) (ii) 

The provision dealing with the de- 
termination of undepreciated capital 
cost of depreciable property of a 
company formed by amalgation ap- 
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pears to be faulty. This provision 
requires that the amounts deductible 
from capital cost of depreciable 
property acquired from the prede- 
cessor corporations will be the aggre- 
gate of the zmounts that would have 
been deducted by predecessor corp- 
orations in computing undepreciated 
capital cost immediately before the 
amalgamation. However, the am- 
ounts that the predecessor companies 
would have been required to deduct 
in computing undepreciated capital 
cost of depreciable property before 
the amalgamation will include capital 
cost allowance claimed and proceeds 
of disposal in respect of assets dis- 
posed of prior to the amalgamation. 
Since the amalgamated company only 
includes as the capital cost of depre- 
ciable property the capital cost of 
assets actually acquired and does not 
include the capital cost of assets dis- 
posed of by the predecessors prior 
to the amalgamation, this method of 
determining undepreciated capital 
cost would not be fair. 

Recommendation: It is recommend- 
ed that this provision be amended to 
ensure that undepreciated capital cost 
of depreciable property of the amal- 
gamated company in any class will be 
the aggregate amount of the unde- 
preciated capital cost to the prede- 
cessor companies of property of that 
class immediately prior to the amalga- 
mation. 


ELECTIVE TAX ON UNDISTRIBUTED 
INCOME 
Section 105 


General — Section 105 
(1) In many cases where undis- 
tributed income has not been reduced 
since 1949 it is desired to elect to pay 
the 15% tax on less than the entire un- 
distributed income at that time. If 
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this were permissible an orderly pro- 
gram of elections over a period of 
years would be feasible. 

(2) It is cumbersome and expen- 
sive to go through the formalities of 
capitalization in order to distribute 
tax-paid undistributed income tax- 
free. 

Recommendation: It is reecommend- 
ed that: 

(a) Section 105(1) be amended to 
permit one or more elections each on 
a portion of the undistributed income 
on hand at the end of the 1949 taxa- 
tion year minus the tax-paid undis- 
tributed income at that time. 

(b) The Act should be amended 
to permit a corporation to pay tax- 
free dividends out of tax-paid undis- 
tributed income. Provision should 
be made for the corporation to desig- 
nate whether a particular dividend 
is paid out of tax-paid undistributed 
income or out of non-tax-paid undis- 
tributed income. 


Revocation of Election to be Taxed 
on 1949 Surplus 

Under this section when a corpor- 
ate taxpayer elects to pay a tax on its 
1949 undistributed income, it be- 
comes liable for any additional tax 
that may be found payable on assess- 
ment. 

The computation of undistributed 
income in many cases goes back as far 
as 1917 and frequently there are un- 
known or doubtful items, some of 
which may be quite material. An 
example might be where substantial 
additions are made to the undistribut- 
ed income arising from surpluses 
transferred from predecessor com- 
panies of which the taxpayer may 
have had no knowledge. 


Because of the possibility of ma- 
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terial differences arising in the com- 
putation of undistributed income due 
to unknown factors, the difficulty of 
adequately determining all the facts 
of particular transactions after a num- 
ber of years, the existence of differ- 
ences of opinion on interpretation of 
the law, and the possibility of honest 
errors, a large additional amount of 
tax may be assessed that the taxpayer 
is unable or unwilling to pay. 

Recommendation: It is, therefore, 
recommended that the taxpayer be 
given the right to revoke an election 
and recover tax already paid under 
this section where the assessed tax 
exceeds the estimated tax by more 
than a prescribed percentage. 


Tax-Paid Undistributed Income 
Section 105(1), (5) and (8) 

Where a taxpayer fails to pay any 
additional tax assessed under section 
105(1) within thirty days from the 
day of mailing the notice of assess- 
ment, he is liable to pay the addition- 
al tax but can receive no benefit from 
the payment because subsections (5) 
and (8) limit the amount on which 
the tax is deemed to have been paid 
to 100/15ths of the tax paid with the 
election or within thirty days of the 
date of mailing the notice of assess- 
ment. 

In certain cases valid reasons may 
exist why the additional tax is not 
paid within the prescribed time. 

Recommendation: It is accordingly 
recommended that with respect to 
any additional tax actually paid after 
30 days from the date of mailing the 
notice of assessment, the tax-paid un- 
distributed income should be increas- 
ed by an appropriate amount in re- 
spect of any such additional tax so 


paid. 
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Election by a Corporation that is 
Subsidiary to a Personal Corporation 
Section 105(2a) 

In the case of a corporation sub- 
sidiary to a personal corporation the 
privilege of electing to pay tax on 
the basis of post-1949 dividends is re- 
stricted to those dividends paid while 
the company was subsidiary to a per- 
sonal corporation. While it seems 
reasonable to prohibit the election on 
the basis of dividends paid while it 
was subsidiary to an ordinary corp- 
oration, there would appear to be no 
valid reason for denying the right to 
elect on the basis of dividends paid 
during a period that it was not sub- 
sidiary to any other company. 

Recommendation: It is reeommend- 
ed that section 105(2a)(i) be amend- 
ed to include in the amount on which 
the corporation may elect to pay tax 
dividends paid in the prescribed 
period except those paid when it was 
subsidiary to a corporation other than 
a personal corporation. 


Elections by Other Subsidiary 
Controlled Corporations 
Section 105( 2b) (c) 

The wording of section 105( 2b) (c) 
leaves some question as to whether 
the rights granted in subsection (2b) 
would be denied unless the company 
had elected cn its 1949 undistributed 
income prior to the time when the 
company became a_ subsidiary-con- 
trolled corporation. 

Recommendation: It is recommend- 
ed that it should be made clear that 
the right to elect on the basis of post- 
1949 dividends prior to the corpora- 
tion becoming a subsidiary-controlled 
corporation will not depend on 
whether the company had the right 
to elect on those dividends immedi- 
ately prior to becoming a subsidiary- 
controlled corporation. 
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TAXABLE INCOME EARNED IN 
PRESCRIBED PROVINCE 
Regulation Part IV 

Under the present regulations the 
whole of the taxable income of a Can- 
adian taxpayer carrying on business 
abroad is subject to allocation for pur- 
poses of computing the provincial tax 
credit under section 40 of the Income 
Tax Act on a formula basis. In its tax 
treaties with foreign countries Can- 
ada has adopted the principle that 
taxable income earned in Canada and 
abroad should be determined primar- 
ily on a separate accounting basis. 
Furthermore, provision is made in the 
Ontario Corporations Tax Act for use 
of the separate accounting method in 
these circumstances and it is desirable 
to adopt a uniform method of deter- 
mining the taxable income for fed- 
eral and provincial purposes. 

Recommendation: It is recommend- 
ed that Part IV and Part XXVI of the 
Income Tax Regulations be amend- 
ed so that where the person is resi- 
dent in Canada the taxable income 
allocated would exclude the income 
or loss attributable to the permanent 
establishments outside of Canada for 
the purposes of section 41 of the In- 
come Tax Act and that only the re- 
mainder be allocated on a formula 
basis to permanent establishments in 
Canada. 


LEASEHOLDS, PATENTS, FRANCHISES, 
CONCESSIONS, LICENCES 
Regulation 1100(1)(b) 

Under regulation 1100(1)(b) the 
capital cost allowance for leasehold 
property is computed separately in 
respect of each property and on a 
straight-line basis, although all of 
such leasehold property constitutes 
one class under class 18 of Schedule 
B. The same is true under regulation 
1100(1)(c) of patents, franchises, 
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concessions and licences described in 
class 14 of Schedule B. Under sec- 
tion 20(1) and regulation 1100(2), 
however, all of a taxpayer’s property 
of one of the classes described is 
lumped together for the purpose of 
recapturing capital cost allowances 
and claiming a terminal allowance. 
Recommendation: It is reeommend- 
ed that a taxpayer have the right to 
elect that any item of property de- 
scribed in classes 18 and 14 of Sched- 
ule B constitute a separate class so 
that the recapture and terminal pro- 
visions, as well as the percentage de- 
duction provision, may apply to such 
property separately and that, once an 
election is made, it be binding on the 
taxpayer and not changeable except 
with the consent of the Minister. 


ADVANCE TAX RULINGS 


Whatever defects may be found in 
the proposal hereunder, after con- 
siderable study, we believe that the 
principle of advance tax rulings is 
sound, Any taxpayer should be en- 
titled to know what his tax liability 
may be as a result of any proposed 
transaction at or near the time the 
transaction takes place and not many 
months or even years later when his 
income tax returns are finally assess- 
ed. If the Income Tax Act were clear 
and explicit in all cases, this proposal 
would be unnecessary, but the Act is 
not. This proposal is made in the in- 
terest of foreknowledge and uniform 
assessment. 

It should be no more difficult for 
the Department to make advance rul- 
ings than it is to make assessments. 
As the Department must ultimately, 
in making an assessment, consider all 
the factors which are involved in an 
advance ruling, no addition to the 
burden or work in the Department is 
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occasioned — just the timing of the 
work. 


The following advantages to tax- 
payers and/or the income tax author- 
ities, as well as benefits to the nation- 
al economy, are likely to accrue from 
firm advance rulings from the author- 
ities as to tax assessment of specific 
transactions proposed to taxpayers, 
namely: 


(1) Advance knowledge of tax 
liability arising out of the specific 
transaction reduces business risk and 
thereby tends to encourage invest- 
ment and business activity. Advance 
rulings tend to provide certainty as 
to the law and thereby aid business 
and other elements of the economy 
upon the normal activity on which 
the tax system is dependent. 


(2) An advance ruling adversely 
affecting an important projected en- 
terprise or raising an important ques- 
tion of tax law facilitates obtaining 
an early decision from the courts on 
a test transaction. 

(3) An advance ruling tends to 
discourage transactions which are 
likely to result in expensive and fruit- 
less tax controversies. 

(4) An advance ruling facilitates 
the correct computation of taxes by 
taxpayers and thereby promotes vol- 
untary compliance. 

(5) Requests for advance rulings 
are an important source of informa- 
tion as to the tax-thinking of taxpay- 
ers and tax practitioners for the as- 
sistance of the authorities and laying 
the ground work for fair and econom- 
ical tax administration. 


(6) Requests for advance rulings 
facilitate the work of assessment by 
providing information much earlier 
than would otherwise be obtained. 


(7) Publication of such advance 
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rulings would promote uniformity of 
assessment and avoid multiplicity of 
applications on the same point. 


The following recommendation is 
made: 


(1) That the Income Tax Act be 
amended to authorize the Minister of 
National Revenue through his desig- 
nated officers to make advance rulings 
on the request of taxpayers as to the 
tax assessment which would result 
from specific prospective transactions. 


(2)That in setting up the necessary 
administrative machinery the follow- 
ing principles be adopted: 

(a) One central agency should be re- 
sponsible for all advance rulings. 
Advance rulings should be issued 
only for specific prospective 
transactions based upon full dis- 
closure of all relevant facts and 
of all business reasons therefor, 
and should be published. 

For all assessing purposes, an 
advance ruling should bind the 
Income Tax Department against 


(b) 


making any assessment less 
favourable to the applicant, 
where: 


(i) There has been no mis- 
statement or omission of 
material facts on the ap- 
plication; 
The facts subsequently de- 
veloped are not materially 
different from the facts on 
which ruling was_ based; 
and 
The taxpayer has acted in 
good faith in reliance on 
the ruling and a retroac- 
tive revocation would be 
to his detriment. 
(d) Any advance ruling should be 
without prejudice to any of the 
rights of the applicant. 


(ii) 


(iii) 
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UNINCORPORATED BUSINESSES 


The tax advantages of carrying on 
business through a corporation are 
denied to a large group of taxpayers, 
namely the professions, because of 
the traditions of those professions as 
to personal liability. Therefore to 
equate the tax treatment, allow such 
persons or firms to elect to be taxed 
as if they were a corporation. Other 
businessmen outside the professional 
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group have the opportunity of elect- 
ing by the act of incorporation. 

All the corporate provisions in the 
Income Tax Act dealing with undis- 
tributed income, etc., would apply 
upon winding up, or upon the revoca- 
tion of the election. 

This method of taxation has worked 
satisfactorily in the United States al- 
though it is not applied there to pro- 
fessional practitioners. 


RECOMMENDATIONS FOR AMENDMENTS 
TO THE ESTATE TAX ACT 


LIFE INSURANCE 
Section 3(1)(j) 

Section 3(1)(j) includes in the 
aggregate net value “any annuity or 
other interest purchased or provided 
by the deceased, either by himself 
alone or in concert or by arrangement 
with any other person, to the extent 
of the beneficial interest therein aris- 
ing or accruing by survivorship or 
otherwise on the death of the de- 
ceased”. It has been held that the 
term “other interest” applies to life 
insurance. 

Accordingly this provision would 
conflict with the apparent intention 
expressed in section 3(1)(m) under 
which proceeds of life insurance on 
the life of the deceased are included 
in aggregate net value only in speci- 
fied circumstances. 

Recommendation:It is recommend- 
ed that the wording of this section 
3(1)(j) be altered to make it clear 
that it does not relate to life insur- 
ance on the life of the deceased. 


PROVINCIAL TAXES 
Section 9(1) 
No deduction is allowed for pro- 
vincial taxes imposed in the case of 


a person domiciled in Ontario or 
Quebec at the time of his death in re- 
spect of personal property situated in 
Canada but outside Ontario or Que- 
bec passing to the beneficiary who 
was resident in the province in which 
the deceased was domiciled. How- 
ever, both Ontario and Quebec im- 
pose tax on such transmissions. 

Recommendation: It is recommend- 
ed that the words “as was situated 
outside Canada” in section 9(1) (a) 
(B) be deleted. 


SITUS OF PROPERTY 
Section 9(8) 

The situs rules in section 9(8) con- 
flict in a number of cases with the 
common law rules. Accordingly, 
property may be deemed situated in 
Ontario or Quebec under the com- 
mon law rules and subject to provin- 
cial duty but may not qualify for pro- 
vincial tax credit. On the other hand, 
property in respect of which provin- 
cial tax credit is allowed may not be 
subject to provincial duty. 

Recommendation: Since the prov- 
inces are bound by the common law 
rules of situs, it is recommended that 
the federal rules be amended to con- 
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form, at least for the purposes of 
provincial tax credit. 


RE-ASSESSMENT 
Section 12(5) 

Section 12(5) permits the Minister 
to reassess beyond the four year limit 
in any case where “the person by 
whom any return is filed has made 
any misrepresentation, committed any 
fraud or knowingly or otherwise fail- 
ed to disclose any material fact in 
filing any return or supplying in- 
formation. . . .” 

It is felt that this provision is so 
broad as to make the four year 
limitation meaningless. 

Recommendation: It is reeommend- 
ed that the words “or otherwise” 
should be deleted from this provision. 


LIABILITY OF EXECUTORS 
Section 13 

There is no provision in the Act for 
a certificate of discharge as in the 
Dominion Succession Duty Act. This 
means that a non-corporate executor’s 
own estate can never be finally 
settled, because of this contingent 
liability. Failing a complete dis- 
charge, the Department could be 
authorized to issue a general dis- 
charge excepting some foreseeable 
taxable interest only. 

Recommendation: It is therefore 
recommended that the Act be amend- 
ed to provide such discharge. 


INSTALMENT PAYMENTS RE INCOME 
RIGHTS, ANNUITIES, ETC. 
Section 15(1)(a) 

The tax payable in respect of an 
income right, annuity, term of years 
or life or other similar estate is pay- 
able within six months of the date of 
death of the deceased in any case 
where the property out of which such 
payments are to be made comes 
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under the control of the executor of 
the estate or where the executor has 
other property passing to the same 
beneficiary. Otherwise the successor 
may elect to pay the tax in respect 
of the income right, annuity, etc. in 
six equal annual instalments. No ad- 
justment is, however, made if the 
beneficiary fails to receive payments 
on which tax is levied. For example, 
in the case of an annuity or pension, 
taxes are imposed on the basis of a 
value determined in accordance with 
standard mortality tables. If the 
beneficiary fails to survive the period 
contemplated in these tables no re- 
duction is made in the beneficiary’s 
liability for tax. 

Recommendation: It is recommend- 
ed that, in the case of any annuity or 
other income right where the proper- 
ty out of which such payments are 
made is not part of the estate, the 
value of the right to receive such 
payment (determined in accordance 
with actuarial tables) be included in 
the estate for the purpose of deter- 
mining the rate of tax but that tax be 
imposed at the rates so determined 
only at the time payments are re- 
ceived. Provisions might be made for 
withholding of tax at the source. 


VALUATION 
Rules — Section 26 


Section 26 provides that “in deter- 
mining the value of any property no 
allowance or deduction shall be made 
for or on account of income tax”. This 
provision creates an unreasonable de- 
gree of artificiality in the valuation of 
property and appears to be entirely 
unjustified. 

Considerable dissatisfaction has al- 
ready been expressed in connection 
with the subjection of pension and 
similar interests to estate tax based 
on the value of such interests at the 
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date of death without taking into 
account income taxes payable by the 
recipient thereon. 

Recommendation: It is recommend- 
ed that either (1) estate tax be im- 
posed only in respect of the value of 
the right to receive pension and 
similar payments after taking into 
account the liability of the recipient 
for income taxes on the capital ele- 
ment of such payments, or (2) estate 
tax be imposed in respect of pay- 
ments actually received at the time 
such payments are made and income 
tax be imposed only in respect of the 
balance. 


Listed Securities 
Section 27 

Section 27 requires that the valua- 
tion of listed or quoted securities be 
made on the basis of the closing price 
or quotation except where there is 
no price or quotation available or in 
the case of a controlling interest. This 
rule appears to be unreasonably arbi- 
trary since it requires that circum- 
stances that would indicate that the 
closing price or quotation did not rep- 
resent a fair assessment of the value 
of the security must be ignored. 


Recommendation: Since it is felt 


that no factors affecting the value 
of property should be arbitrarily 
ignored, it is recommended that this 
section be repealed. 


Minority Interests 
Section 28 

This provision requires that shares 
held by a member of a family that 
controlled a corporation be valued as 
if they formed part of a controlling 
block. There are many circumstances 
under which such a presumption is 
not justified. 


Recommendation: It is recommend- 
ed that the provision be repealed. 


Valuation Date 
Section 58(1)(s) 

Except in certain specified circum- 
stances property is valued as at the 
date of death of the deceased with- 
out regard to any increase or de- 
crease in such value after that date 
for any reason. It is suggested that 
there should be an optional valua- 
tion date one year after the date of 
death as it is absurd to suggest that 
the executor can realize assets on the 
date of death. Any assets realized in 
the interval between the date of death 
and one year afterwards would be 
valued at the proceeds received. 





an eee aon ann ea a Ok h6vchlUrhCU rh 


CO ees ees ee OO 


=~ SG 8S A 


—= nA rs 


0 
li 








Edited by W. BARRY COUTTS, C.A. 


Accounting Research 


The problems involved in reporting 
on the audit of unincorporated busi- 
nesses — restrictions on the scope of 
the audit, confusion between business 
and non-business assets, the frequent 
absence of effective internal control, 
etc. — are well known to all members 
of the profession. Practitioners are 
hindered in finding solutions to these 
problems by the absence of published 
examples and the consequent lack of 
knowledge of the solutions developed 
by other members of the profession. 

It is felt that because of this situa- 
tion the views of an active practi- 
tioner on some of these problems will 
be of widespread interest. According- 
ly, Mr. F. C. Burton has been asked 
to expand the paper which he de- 
livered in one of the accounting and 
auditing research sessions at the 1958 
C.1.C.A. conference. 

Mr. Burton is a partner in the firm 
of Lee & Martin, Halifax and, as the 
article which follows shows, has had 
considerable experience with the 
problems of unincorporated busi- 
nesses. 


Aupitor’s REPORTS FOR 
UNINCORPORATED BUSINESSES 
F. C. Burton C.A. 

At first glance this might appear to 
be a relatively innocuous subject. No 
statutes apply specifically. There is 
little opportunity for practitioners to 
see examples of reports used by 
other practitioners and little pub- 
lished material on the subject. Yet 
almost all chartered accountants are 


concerned with it at one time or an- 
other: its innocence is deceptive. 


The term “unincorporated business” 
usually signifies small business, but 
many practitioners have experience of 
companies which are smaller than 
some unincorporated businesses. The 
only difference from an auditor's point 
of view is that he has certain statutory 
obligations in the case of incorporated 
businesses whereas none exist for un- 
incorporated businesses. Subject to 
these statutory obligations in the case 
of companies, the terms of an auditor's 
appointment vary with each small 
business. 


Much time and thought have been 
consumed in the design and wording 
of reports to be made to shareholders 
by the auditors of corporations. In 
Canada, the Research Committee of 
the Canadian Institute of Chartered 
Accountants has not overlooked the 
fact that owners of unincorporated 
businesses expect reports from their 
auditors too. 


The Research Committee’s Bulletin 
No. 6 of September 1951 recommend- 
ed a form of auditor’s report for com- 
panies incorporated under the Can- 
adian Companies Act when the aud- 
itor is in a position to express an 
unqualified opinion on the financial 
statements. The bulletin states that 
“with slight modifications in some 
cases this form may be used in report- 
ing upon the financial statements of 
. . . partnerships, of sole proprietor- 
ships”, etc. We thus have an example 
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of a well-worded auditor's report 
which can be used by the auditor of 
an incorporated or unincorporated 
business when he is in a position to 
express an unqualified opinion. 


At the opposite end of the scale, 
the Research Committee’s Bulletin 
No. 13 issued in March 1957 gives the 
practitioner direction on how to deal 
with financial statements prepared by 
him without audit. This bulletin 
warns that “the accountant (not the 
auditor) must avoid giving the im- 
pression, by wording or otherwise, 
that the comments are an expression 
of opinion on the statements”. It goes 
on to give an example of a disclaimer 
which concludes, “We did not perform 
an audit of the accounts and accord- 
ingly are not in a position to express 
an opinion on the financial state- 
ments”. 


Thus, the Research Committee has 
given direction in the two extreme 
cases, (a) where an _ unqualified 
opinion can be given and (b) where 
no opinion can be given at all, be- 
cause no audit has been made. In 
practice, it very often happens that 
the auditor of small businesses finds 
himself somewhere between these two 
extremes and the preparation of his 
report presents real drafting difficul- 
ties. It would appear that any report 
prepared in these circumstances which 
could not follow the intent of the 
wording recommended in Bulletin No. 
6 would carry some form of stigma, 
being regarded, for example, as a 
“qualified” or “restricted” report. 


It is clear that the auditor of a small 
business must often judge for him- 
self what his client really requires. 
There is no question but that he can 
be of service to his client in the 
latter’s dealings with his banker, the 
income tax officials, creditors and 


other third parties. The auditor’s abil- 
ity to be objective, his knowledge of 
his client and his client’s affairs are all 
of value even where no recent audit 
or only a partial audit has been made. 
A chartered accountant in public prac- 
tice works sufficiently closely with 
some small clients over a period of 
years to be able to give useful in- 
formation or express opinions on his 
client’s financial statements which can 
be of value to his banker, sponsor or 
creditors; yet he might never have 
made a surprise cash count, reviewed 
internal control or attended a pay dis- 
tribution or physical stock-taking, and 
never have confirmed positively either 
receivables or payables. 


There are many specific matters 
which have to be considered from 
time to time by members in public 
practice in relation to the preparation 
of financial statements for unincor- 
porated businesses and the related 
auditor's reports. The following are 
representative and cover some of the 
more common problems involved: 


1) Individuals often operate more 
than one unincorporated business. 
There are instances of partnerships 
comprising the same partners operat- 
ing two distinct businesses. There are 
many cases of professional men and 
sole traders having an interest in un- 
incorporated syndicates, real estate, 
mortgage and other investments, etc. 
Accordingly, the auditor’s report for 
unincorporated businesses, and the 
relative financial statements on which 
he is reporting, must make it quite 
clear which particular business is 
being referred to and should not mere- 
ly be headed with the name of the 
particular individual. 


2) The profits or losses from unin- 
corporated businesses normally affect 
the annual income tax liabilities of the 
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partners or proprietors. Where, as 
often happens, a particular unincor- 
porated business yields the sole in- 
come of the owners, it is usually 
preferable to compute and set up 
the relative income tax liabilities in 
the balance sheet with a correspond- 
ing reduction of the income in the 
statement of profit and loss or of the 
partners’ or proprietors’ equity ac- 
counts. However, because individuals 
often have an interest in more than 
one business, it might be impossible 
for the accountant to compute the in- 
come tax liability or make any reason- 
able apportionment between various 
personal interests. In such cases, 
either the auditor's report or the 
financial statements, or both, should 
disclose the fact that income tax im- 
plications have been ignored. In order 
to emphasize this, wording such as 
“net profit before providing for income 
taxes” should be used to describe the 
net result of operations. 


3) The auditor must consider 
whether it is appropriate to prepare 
the balance sheet of an _ unincor- 
porated business without including 
the individual's or partners’ equities 
and liabilities outside the business. 
There is probably no clear-cut answer 
to this problem, each case requiring 
to be judged independently. How- 
ever, the question does pose a prob- 
lem in the wording of the auditor's 
report. It has been suggested that an 
auditor's report on an unincorporated 
business, or the financial statements 
themselves, should explain that the 
statements do not reflect personal as- 
sets and liabilities not assigned to the 
particular business. 


4) The treatment of salaries to 
partners and proprietors raises some 
problems. Technically, such salaries 
are customarily regarded as drawings 
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against profits and as such not proper 
deductions in arriving at the net profit. 
However, some businessmen hold 
that management and working salaries 
should be deducted in arriving at net 
profits because they represent a cost 
of operating. Where an auditor is re- 
quired to express an opinion on the 
results of operations of an unincor- 
porated business when proprietorship 
salaries have been charged before ar- 
riving at the disclosed net result of 
operations, it is suggested that, when- 
ever reasonable, the amounts or the 
total of such proprietorship salaries 
should be disclosed. If not, then at 
least the fact that such salaries have 
been deducted should be disclosed in 
the description of the closing figure 
in the statement of profit and loss. 
This could be accomplished by a de- 
scription such as “net profit after de- 
duction of management salaries”. 

5) Can a member give an im- 
partial opinion as an auditor where 
he has maintained the accounting re- 
cords himself? It would appear that 
the only danger in this case is that he 
might not take the necessary auditing 
steps to justify his expressing an un- 
qualified opinion, but there is little 
doubt that if he does perform an audit 
he can certainly give an impartial 
opinion.’ 

6) Can an auditor give an impartial 
opinion where he or his partner or a 
member of his firm or family has a 
financial interest? The answer to this 
question would generally be “no”. An 
auditor should not normally accept 


1 However, refer to Andrew Barr’s article 
in CCA November 1958, “Canadian Ac- 
counting and the Securities and Exchange 
Commission” under the section “The ‘In- 
dependence’ Problem” particularly the 
reference to the Cornucopia Gold Mines 
case on pages 425 and 426. 
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the appointment as auditor of a busi- 
ness in which he or his associates have 
a financial interest because of the dif- 
ficulty of being impartial. Regardless 
of this, there are, of course, cases 
where a practitioner simply by vir- 
tue of his relationship and known 
trustworthiness is appointed as auditor 
of a business in which he, or his 
family or partners, has a financial in- 
terest: in such circumstances he 
should disclose the relationship in his 
report. 

7) Usually, relatively few people 
are concerned with the auditor's re- 
port of an unincorporated business, 
and it seems well to establish clearly 
just what information is required of 
the auditor and by whom. In some 
cases, it might be advisable for the 
auditor to address a letter accompany- 
ing the statement prepared by him to 
the person specifically concerned, be it 
the owner or an interested party. In 
this way, information of particular in- 
terest to the addressee can be given. 
Such a letter would obviate the neces- 
sity of a broadly worded auditor’s re- 
port, but should nevertheless give a 
clear opinion, if such has been re- 
quested. 

8) The auditor of a small business 
must be watchful to ensure consist- 
ency of the basis of valuation of bal- 
ance sheet items from year to year, 
particularly the basis of valuation of 
inventories and provision for depre- 
ciation. 

Whatever basis is used for arriving 
at cost or calculating market value of 
inventories, it should be such as will 
not distort the view of the real trend 
of operating results and should be ap- 
plied consistently. 


Provisions for depreciation should 
also be computed and charged on 
consistent bases, regardless of the 


amount of profits or losses, or the 
amounts of capital cost allowances 
claimed, or not claimed, for income 
tax purposes. 

Where there are any material in- 
consistencies, the facts should be dis- 
closed and commented on in the 
auditor's report. 

9) Many small clients appreciate a 
report giving the composition of some 
of the figures in the financial state- 
ments, comments on the working cap- 
ital and financial strength of the busi- 
ness, possible reasons for a drop in the 
gross or net margins, and suggestions 
for improving controls and results. 
An auditor is often able to do this 
when only a partial audit has been 
made. Such a report should, however, 
normally supplement a brief report in 
which a clear opinion should be given. 


No auditor's report should be 
stereotyped or given without careful 
consideration. Furthermore, careful 
explanation to businessmen in what 
they can and should expect of an 
auditor is as important as the care 
with which reports should be drafted. 

How should the auditor of a small 
business word his report where in- 
ternal control is weak but balance 
sheet items can be verified? What is 
his responsibility for detecting defal- 
cations? An incautiously worded re- 
port could lead to an action for neg- 
ligence. 

“The auditor cannot guarantee to 
discover all defalcations”, wrote 
William A. Bradshaw in his article 
“Internal Control in a Small Com- 
pany” (CCA December 1958). “The 
usual test examination”, he continued, 
“is made primarily for the purpose of 
expressing an opinion on the financial 
statements.” Most practitioners will 
readily agree with Mr. Bradshaw; 
but, if an auditor cannot guarantee to 
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discover defalcations, it seems that 
there must be some doubt as to 
whether he can or should be expected 
to give an unqualified opinion as to 
the correctness or fairness of the state- 
ment of profit and loss. Or is this a 
question of degree? 


It appears to be generally accepted 
that an auditor may give an unquali- 
fied opinion on the statement of profit 
and loss while conceding that relative- 
ly small defalcations could have taken 
place and would not be reflected in 
the statement. However, if an auditor 
has carried out all generally accepted 
auditing procedures, should he not be 
in a position where he can virtually 
guarantee, at least to himself, that no 
relatively large defalcations have 
taken place, before he can consider 
giving an unqualified opinion on the 
profit and loss statement? 


The effectiveness of the internal 
control is the major factor upon which 
the auditor relies when expressing an 
opinion on the statement of profit and 
loss. Yet, in the case of “one-man” 
businesses, whether proprietorships or 
companies, internal control is often 
weak and sometimes non-existent, 
insofar as the owner is concerned, 
despite its adequacy over the staff. 
Generally, to extend an audit in 
such cases, in the hope of being able 
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to give an unqualified opinion on the 
profit and loss statement, would be 
uneconomical and probably  un- 
realistic. Nevertheless, a “balance 
sheet verification audit” will often en- 
able the auditor to give an unqualified 
opinion as to the correctness or fair- 
ness of the balance sheet and the 
change in the owner's equity. 

To rest here might appear to be 
retrogressive, but for many small and 
not-so-small businesses, it is often 
quite adequate for all concerned; in 
these circumstances it represents an 
acceptable basis for an auditor's re- 
port, falling between the unqualified 
opinion on the balance sheet, owner’s 
equity and statement of profit and 
loss, as recommended in Bulletin No. 
6, and the complete disclaimer word- 
ing of Bulletin No. 13. However, 
where an auditor can and does express 
an unqualified opinion on the balance 
sheet and owner’s equity only, per- 
haps a qualified opinion or disclaimer 
should be added in respect of the 
profit and loss statement, so as to 
avoid any possible misunderstanding. 

Exchange of views on this subject 
can be very helpful, but it is difficult 
to see how a bulletin by the Research 
Committee could be designed to do 
more than give some general direc- 
tions and cautions. Each case will 
always need individual consideration. 
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Practitioners Forum 


PROFESSIONAL ETHICS 

Committees of some of the Provin- 
cial Institutes and the Canadian In- 
stitute of Chartered Accountants are 
currently considering revising the 
rules of professional conduct. The 
solicitor for one Institute has suggest- 
ed that a more “professional” ap- 
proach would be to set forth general 
objectives, criteria and standards ra- 
ther than, as is the case with some of 
our present rules, to list specific 
things which members are forbidden 
to do. Our rules are also silent on 
some basic areas, such as the ethical 
responsibility of our students. We 
might well listen to this solicitor who 
feels that our rules are too restrictive 
in their objectives and too detailed. 
The fundamentals to be dealt with 
include independence, the functions 
of practising accountants, the appli- 
cation of ethics to non-practising ac- 
countants, tax practice, and the para- 
mount importance of the public wel- 
fare. 

Most members are generally fa- 
miliar with the rules of professional 
conduct of their own Institute and are 
anxious to comply with them. How- 
ever, there is still some doubt on the 
part of many members regarding the 
practical application of some of the 
rules. Sometimes these doubts have 
arisen because members have observ- 
ed what appears to be unprofessional 
conduct on the part of another mem- 
ber. 


To illustrate a few examples, let us 


listen in on an imaginary conversation. 
Three chartered accountants are dis- 
cussing professional ethics. They can 
be identified as Mr. Jack President, 
senior partner in a national firm, past- 
president of his provincial Institute, 
and member of the Committee on 
Professional Ethics, about 60; Mr. Jim 
Auditor, partner in a medium-sized 
firm, about 40; and Mr. Joe Account- 
ant, a recent graduate who has been 
in practice by himself for a year, 
about 30. 


Obtaining Clients 

Mr. Accountant: “A friend of mine 
has asked me to look after his audit 
in the future. However, another firm 
of chartered accountants has been do- 
ing his work. What do I do now?” 

Mr. President: “Well, Joe, you know, 
there is a rule requiring you to notify 
the other member before accepting an 
appointment in which you replace 
him. The purpose of this is to inquire 
into the circumstances under which 
it is proposed to discontinue the ser- 
vices of the other member. This is a 
good rule for the protection of the 
public and the accountant who is ob- 
taining the engagement.” 

Mr. Auditor: “But the rule does not 
afford any protection for the firm los- 
ing the client because invariably, by 
the time it is contacted, it has lost 
the engagement. The contact benefits 
the new auditor because he may find 
out things of great interest and value 


to him. He might even find out so- 
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much that he does not wish to accept 
the engagement. In any case, he has 
nothing to lose by contacting the pre- 
vious auditor. Accordingly, some 
members do not complain to their In- 
stitute if they are not contacted by 
their successors. They take the atti- 
tude that if the new auditor is not in- 
terested in finding out whether there 
are any particular problems, it is cer- 
tainly not necessary for them to worry 
about his problems.” 


Mr. President: “I disagree with that 
attitude. At the time of contact the 
new auditor has not accepted the au- 
dit, and the old auditor is given a 
chance to ask some very pertinent 
questions, particularly if he suspects 
that the account was solicited. This 
rule helps the change-over take place 
with a minimum of inconvenience or 
friction, provided there has been no 
unethical conduct. Also bear in mind 
that the public benefits indirectly 
because this briefing of the new au- 
ditor will help ensure his being aware 
of all matters that are pertinent to a 
proper audit and full disclosure.” 


Engaging Staff 

Mr. Accountant: “Another rule 
which confuses me is the one that 
reads: ‘No practising member shall 
directly or indirectly offer employ- 
ment to an employee of a fellow prac- 
tising member without first informing 
such member of his intent.’ What do 
I do when I receive an application, in 
reply to an advertisement, from an 
employee of another accountant? One 
of the first things the applicant points 
out is that his present employer does 
not know he is looking for another po- 
sition, and that he does not wish me 
to tell his present employer he is look- 
ing around. He is afraid, if his em- 
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ployer finds out, his future there will 
be at an end.” 

Mr. President: “The rule covers that 
point. It does not prohibit a mem- 
ber from advertising for staff or nego- 
tiating with anyone who, on his own 
initiative or in response to a public 
advertisement, applies for employ- 
ment.” 


Mr. Accountant: “Yes, but the rule 
goes on to read, ‘provided the said 
member complies with the require- 
ments of the preceding paragraph’, 
which is the paragraph which refers 
to informing the other member of 
your intentions.” 


Mr. Auditor: “Well, the usual pro- 
cedure is to go ahead and interview 
the applicant, discuss the job and 
prospects with him, without actually 
offering him employment. Then, if 
he wishes to employ him, before mak- 
ing any offer and while there is still 
time for his present employer to talk 
to his man and retain him, he con- 
tacts his employer. Of course this has 
to be cleared with the applicant. 
In many cases the employee himself 
wishes to break the news and does 
so, once he feels reasonably sure that 
he can obtain another position. In 
such cases the prospective employer 
finds, when he telephones, that the 
previous employer is aware of the sit- 
uation.” 


Mr. Accountant: “I wonder if the 
rules take the position of the students 
into consideration. They have a right 
to change employment. Their con- 
cern about keeping their present po- 
sition until they know they can obtain 
another is quite proper.” 

Mr. President: “The rule does not 
prevent that. Its real intention is to 
prevent one firm soliciting another's 
personnel, and in practice it has that 
effect.” 
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Competitive Bidding 

Mr. Accountant: “Another problem 
I have met concerns competitive bid- 
ding. Needless to say, the rules are 
against it. How do I deal with the 
situation when I am asked to submit 
a bid?” 

Mr. President: “There are clients, 
such as municipalities, who insist on 
competitive bidding. Usually well- 
established firms will not submit a 
bid. However, I know of one instance 
where a company wrote to three firms 
asking them to bid for its audit. Two 
of them stated they were not interest- 
ed. The third firm submitted a bid 
and, being the only bidder, got the 
engagement. Surely it would have 
been much better, for both the client 
and the auditor, if the choice had 
been made on the basis of the quali- 
fications of the auditor rather than on 
the amount of the fee.” 

Mr. Auditor: “Where you feel it 
would be appropriate to submit a bid 
for an audit, the problem is simplified 
if you are the present auditor. In 
that case you can give the client a bid 
which you know to be a proper esti- 
mate. A difficult problem arises when 
you have not audited the company 
previously and do not have access to 
the information needed to form a re- 
liable estimate. In this case, a com- 
mon procedure is to make general in- 
quiries of the client and, if there are 
no major changes from previous years, 
to offer to do the work for the same 
fee the previous auditor received. This 
eliminates the question of price from 
the selection of an auditor and leaves 
the choice to a consideration of the 
merits of the firms interested.” 

Mr. Accountant: “Well, Jim, that 
seems to me to be a very practical 
approach.” 

Mr. President: “The practice of 
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submitting competitive bids is con- 
trary to professional standards and 
should be avoided by all practising 
accountants. A good policy to adopt, 
when asked to put in such a bid, is 
to advise the prospective client that 
such procedure is contrary to profes- 
sional standards and that your fees 
are based on per diem rates, advising 
him of the rates.” 

Mr. Auditor: “Another problem, 
which you may not have met yet, 
arises when you receive a letter from 
another member advising you that he 
has been approached to take over the 
work for one of your clients. If this 
client happens to owe you several 
hundred dollars for previous work, 
there is a very practical problem, 
namely, how to collect this account. 
In replying to the previous auditor, 
you may mention the amount owing 
and request his cooperation in get- 
ting it paid, and also state, as is cus- 
tomary, that you have no objection to 
his undertaking the engagement. 

“Usually the new auditor helps to 
see that you are paid. The general 
feeling is that while there is no duty 
to see that the previous auditor is 
paid, there is certainly a moral re- 
sponsibility, and it should be recom- 
mended to the new client that the 
previous auditor be paid. A down-to- 
earth consideration is that if this client 
did not pay his previous auditor he is 
quite likely not to pay the replace- 
ment. He may be one of those who 
think it is cheaper to change auditors 
than to pay audit fees.” 


A Critical Appraisal 

We now leave this conversation to 
consider the position of auditors. Un- 
like other professions such as doctors 
who usually practise individually, 
public accountants find it useful to 
form firms where several members 
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work together in partnership and em- 
ploy students who are part of the 
professional team. In fact, some of 
the larger firms, with international 
affiliations and offices coast to coast, 
resemble large business organizations. 
We work in a different way from most 
other professions. Presumably we or- 
ganize ourselves in large groups to 
strengthen ourselves from a business 
standpoint. While such teamwork also 
strengthens us technically, business 
considerations are probably para- 
mount. Therefore, it is particularly 
important that we hold our competi- 
tive instincts in check and be guided 
by the general public interest. To do 
so we must personally behave in a 
professional and ethical manner. 
By activities such as getting to- 
gether at annual conferences and 
writing articles for publication, we 
can discuss our problems and share 
our experiences and so make a posi- 
tive contribution rather than the mere- 
ly negative one of not breaking the 
rules. In order to accomplish some- 
thing positive, our members must all 
work together and each play his part. 
All too often you hear a member com- 
plaining, “What is the matter with 
the Institute — I pay my fees and 
what do I get — an annual meeting, 
which I never attend, and a winter 
dance, and I don’t like dancing!” We 
can all sympathize with this attitude 
to dancing, but it is easy to see that 
the reason this member is getting little 
from his Institute is because he is put- 
ting nothing into it. The attendance 
figures at annual conferences of 
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one Institute show a little better 
than 15% of the membership present, 
a rather bleak testimony to their pro- 
fessional spirit. 

We need more members who are 
dedicated to their profession. Perhaps 
the practical difficulties of getting all 
our work done, and of obtaining a 
sufficient number of students to ac- 
complish this, has caused our ap- 
proach to staff to become commer- 
cial, As a member wryly observed, 
“The battle for B.Com.’s has become 
a combination of the fraternity-rush- 
ing system and the big-league base- 
ball draft.” Fortunately the Institutes 
are showing leadership in this area. 
They are approaching the high 
schools and universities to point out 
the long-term benefits, without em- 
phasis on salary levels and differences 
between firms, If the problem of pro- 
fessional ethics is to be approached 
from a long-term view, it is only logi- 
cal that students be properly imbued 
with the right attitudes. They 
should be given adequate breadth of 
academic experience combined with 
personal contact with chartered ac- 
countants who put ethics first. This 
is not to say that we are not doing 
reasonably well in this regard now, 
but to point out that in order to raise 
our status we must give more atten- 
tion to student development. 

We are looking forward to hearing 
from the numerous committees who 
have been working long and hard on 
new rules of professional conduct for 
our use and benefit. Their efforts are 
appreciated. 
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Tax Review 


TAXATION OF Lump SUM AND 
OrtrHER UNusuaL RECEIPTS 


With April 30 in the offing, it would 
seem timely to comment briefly on 
certain provisions of the Income Tax 
Act which grant tax relief to some of 
the unusual types of income received 
by employees and other individuals. 
Section 36 covers a number of situa- 
tions while sections 87 and 85A pro- 
vide for special rates of tax in the case 
of a change in fiscal year or of the 
receipt of stock options. These sec- 
tions were introduced for the benefit 
of the taxpayer and should never be 
ignored if applicable. 


SECTION 36 

Section 36 provides for reduced 
rates of tax on retirement allowances, 
payments for loss of office, death 
benefits and payments received by an 
employee out of a pension plan or a 
profit-sharing plan. The section pro- 
vides that such payments may be ex- 
cluded from income in the year of re- 
ceipt and that, instead, a special tax 
may be calculated which is then add- 
ed to the tax otherwise payable for 
the year. 


Types of Payment 

Where an employee or his heirs re- 
ceives a single payment out of a pen- 
sion fund, it will qualify for special 
tax treatment if the payment is made 
on the death, withdrawal or retire- 
ment from employment of an em- 
ployee or former employee. Such a 
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payment also will qualify if it is re- 
ceived pursuant to an amendment to 
a pension plan or on the winding-up 
of a pension fund. 


A single payment made upon retire- 
ment of an employee in recognition 
of long service also falls within the 
provisions of section 36. The pay- 
ment may be received by the em- 
ployee, a dependant, a relation, or his 
legal representative. It would appear 
that the payment must arise as the re- 
sult of an employee severing his con- 
nection with his “employer”, and, 
therefore, a payment made on the 
transfer of an employee from one 
branch to another would not qualify. 
However, it may be that a payment 
received on the transfer from, say, 
parent to subsidiary would qualify. 


Where an employee withdraws 
from an employees’ profit-sharing 
plan and receives a single payment 
from the trustee of the plan in full 
satisfaction of his rights, the portion 
of the payment subject to tax will be 
determined according to the provi- 
sions of section 79 which deals speci- 
fically with this question but it is too 
involved to summarize here. Having 
thus determined the taxable amount, 
the employee still has the opinion of 
taking advantage of section 36. 


Unlike the three preceding types of 
receipts, compensation for loss of of- 
fice need not be received as a single 
payment to qualify under section 36. 
It can be in the form of a series of 
payments and election made under 
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section 36 with respect to payments 
received in the year of retirement and 
in the succeeding year. 


A death benefit is defined as the 
amount or amounts received by the 
widow, heirs or legal representative 
of an officer or employee upon or af- 
ter his death in recognition of his ser- 
vice. Where the amounts are receiv- 
ed by the widow (if there is no wid- 
ow, by such other person as the Min- 
ister may designate), it is important 
to note that some portion of the pay- 
ment is exempt from tax entirely. The 
portion is equal to the lesser of the 
amount or amounts received or the 
amount of the deceased’s remunera- 
tion for the last 90 days from his of- 
fice or employment. The balance, if 
any, is then eligible for the special 
rate of tax, provided that it is received 
in the year of death or the next suc- 
ceeding year. 


Calculation of Tax 
Where an individual or his heirs 
receives any one of the above types 
of payment, substantial tax savings 
may be realized by making an election 
under section 36. No specific form 
of election is required; it is sufficient 
to indicate on the individual’s income 
tax return that section 36 is being ap- 
plied to the payment and to attach a 
supporting schedule showing the cal- 
culation of the tax. The payment in 
respect of which the election is made 
is excluded from the taxpayer’s in- 
come and a special tax paid thereon at 
a rate determined by the ratio that— 
(a) the total of the income taxes pay- 
able by the employee for the 
three years immediately preced- 
ing the taxation year before de- 
ducting provincial tax credits, 
Canadian dividend credits, or 
foreign tax credits 
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is of 
(b) the total of the employee's in- 
comes for those three years. 

It is important to observe that the tax 
is expressed as a percentage of “net 
income” and not “taxable income” so 
that it will always be less than the ap- 
parent average tax rate because it is 
being applied to a larger figure. “Net 
income’ is income before the deduc- 
tion of personal exemptions, charit- 
able donations, medical expenses and 
business losses. As the election is not 
mandatory, it is advisable in all cases 
where there has been a drop in in- 
come in the year of receipt, to com- 
pare the tax payable where advantage 
is taken of section 36 with the tax 
that would be payable if the special 
payment or payments is treated as 
ordinary income. 


If the employee was not resident in 
Canada during the three previous 
years, an election may still be made, 
provided that income tax returns for 
the previous three years are filed 
showing the income tax that would 
have been payable if the employee 
had been resident in Canada during 
those years. The employee is not re- 
quired to pay tax for this period; he 
must merely show what his tax would 
have been had he been resident in 
Canada. 


SECTION 85A 


A similar calculation may be made 
in respect of benefits received by em- 
ployees pursuant to a “stock option 
plan” or other similar acquisition of 
shares at a reduced price except that 
in this case, the average rate of tax is 
reduced by 20 percentage points. 
These plans are dealt with specifically 
by section 85A and were the subject 
of an article in The Canadian Chart- 
ered Accountant, February 1958. 
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SECTION 37 


Section 87 of the Income Tax Act 
extends certain concessions to indi- 
viduals who have changed the fiscal 
period of their businesses with the re- 
sult that two fiscal periods end in the 
same taxation year. Where income 
of a sole proprietorship or partnership 
which has been earned during a 
period in excess of one year would 
otherwise be taxed in one year, an 
election may be made under section 
37 to have a special rate of tax apply. 


The income for the two fiscal 
periods is aggregated and the por- 
tion that the number of days in the 
taxation year (865) is of the number 
of days in the two fiscal periods is 
treated as income for the taxation 
year. The balance is excluded from 
income and taxed separately. The 
special tax is calculated in a different 
manner from that prescribed for pay- 
ments qualifying under section 36 and 
is expressed to be the percentage that 
the tax payable by the sole proprietor 
or partner for “the year” is of his tax- 
able income for “the year” as defined 
by the foregoing rule. It is important 
to observe that the figure for tax pay- 
able must represent gross income and 
old age security tax less the various 
credits for dividends, provincial taxes 
and foreign taxes and that this figure 
is applied to taxable income rather 
than net income. 


In addition, section 37(2) extends 
similar privileges to taxpayers who 
have become employees during the 
year. The provisions will be applic- 
able if the individual receives both in- 
come from a business of which he was 
the proprietor or a partner and income 
from employment. In such cases, the 
aggregate number of days in the fiscal 
period of the business and the num- 
ber of days during which he was em- 


ployed in the taxation year become 
the denominator for the fraction dis- 
cussed above, and the special tax is 
calculated in the same manner. This 
section does not apply where the in- 
dividual receives both types of income 
simultaneously or receives business in- 
come from two or more sources. 


The foregoing discussion of the 
special concessions offered certain tax- 
payers has necessarily been somewhat 
technical and brief. However, so long 
as the income is recognized as being 
eligible for special treatment, no un- 
due difficulties should arise in calcu- 
lating the tax if reference is made to 
the Income Tax Act or the various 
tax manuals. 


THE LAW 


Federal Income Tax Regulations 


Certain amendments to the income 
tax regulations were published on De- 
cember 24, 1958, most of which are 
applicable to the 1958 and subsequent 
taxation years. Apart from minor 
changes in connection with informa- 
tion returns, tax-paid undistributed 
income and surplus for the purpose 
of non-resident tax, made necessary 
by revisions to the law in 1958, the 
new amendments mainly concern min- 
ing companies and logging operators. 
Regulation 700(3) concerning the al- 
location of profits of logging operators 
for the purpose of the deduction for 
logging taxes has been reworded with 
no apparent change in intent or mean- 
ing. 

In connection with mines, silica ex- 
tracted from sandstone or quartzite 
has been added to the resources eli- 
gible for depletion allowances. This 
change is retroactive to the 1957 tax- 
ation year. The regulations concern- 
ing capital cost allowances granted 
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to certain industrial mineral mines 
have been amended to exclude all 
those industrial mineral mines eligible 
for depletion allowances. In addition, 
the regulation deeming each mine to 
be a separate class has been re- 
worded. 


RECENT TAX CASES 


Surveys and Investigations 

The appellant company engaged a 
firm of public utility engineers to in- 
vestigate possible power sites in or- 
der that it could build a new power 
plant and increase its productive ca- 
pacity. After an extensive study of 
various areas, the engineers furnished 
the appellants with maps, surveys, re- 
ports, estimates, etc., dealing with 
each site investigated and recommend- 
ed that a steam power plant be built 
in a certain district. In due course, the 
appellant built such a plant and in- 
cluded in the cost for capital cost al- 
lowance purposes the total fees of 
some $165,000 paid to the public util- 
ity engineers. The Minister refused 
to allow capital cost allowances on 
the portion of the fees relating to the 
discarded sites, which was established 
as $147,000. In appealing, the com- 
pany contended that $147,000 was 
part of the capital cost of the power 
plant as property under class 2 (6%) 
or, in the alternative, under class 8 
(20%) and that if no capital cost al- 
lowance could be granted, the full 
amount should be permitted as an op- 
erating expense. 

The Appeal Board found that the 
amount spent for the investigation of 
discarded areas did not bring the ap- 
pellant any property qualifying for 
capital cost allowance, and it dismiss- 
ed the appeal. The Board maintained 
that the actual cost of the power plant 
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was not affected in any way by pre- 
liminary investigations demonstrating 
the inadequacy of certain other lo- 
cations and that the acquisition of 
maps, data, etc. had no relation to the 
taxpayer's business and were, there- 
fore, non-depreciable. Furthermore, 
the expenditures could not be said to 
have been made for the purpose of 
earning income, and they thus could 
not be claimed as an expense. (New- 
foundland Light and Power Co. Ltd. 
v. MNR.) 


Repair and Replacement 

The appellant owned an apartment 
building and sought to deduct from 
income the cost of replacing all the 
old stoves which had become obsolete 
and almost impossible to repair. The 
Appeal Board allowed the appeal 
from the Minister’s assessment indi- 
cating that the replacement of the 
stoves constituted a repair to the 
apartment suites even though the orig- 
inal stoves which were over 28 years 
old had been fully depreciated. 
(Eliasberg v. MNR.) 


Purchase of Know-How 

The appellant, wishing to meet 
competition, hired a consulting chem- 
ist from the U.S.A. to help instal his 
copperplating process and instruct the 
appellant’s staff in its proper use for 
a fee of $3,000 plus $150 a month for 
24 months. The appellant claimed 
both the $3,000 and the monthly pay- 
ment of $150 as deductions from in- 
come. The Minister disallowed the 
$3,000 payment, treating it as a capital 
expense, whereas the company main- 
tained that it was a fee paid to an 
expert hired to improve the quality of 
its products and a deductible operat- 
ing expense. 

It was held by the Tax Appeal 
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Board that the $3,000 was a non-de- 
ductible capital outlay as the evidence 
made it clear that the amount was 
paid to acquire the process once and 
for all and that only the monthly pay- 
ments were for services rendered. 
(No. 564 v. MNR.) 


Sale of Standing Timber 

In 1947 the appellant, who was not 
in the logging business, purchased 123 
acres of timberland adjoining prop- 
erty already owned by him. In 1955 
he sold all the merchantable timber 
standing on part of this acreage at a 
fixed price per thousand feet. The 
Minister ruled that the proceeds were 
income since they were dependent up- 
on use or production from property 
and thus fell within section 6(j). On 
appeal to the Income Tax Appeal 
Board, it was held that the proceeds 
of sale constituted a capital gain as 
there was no evidence that the appel- 
lant had bought the land for the pur- 
pose of selling timber or with a view 
to entering into the logging business. 
Furthermore, it was held that the pay- 
ments were not dependent upon the 
use of or production from property as 
the intention of the legislators must 
have been not to tax the natural pro- 
duce of the soil but the fruits of in- 


dustry such as a crop, minerals or tim- 
ber which produce a periodical re- 
turn as a result of vearly exploitation. 
(T. W. Mouat v. MNR) 


Deductible Capital Loss 

The appellant sold depreciable 
property for $73,500 accepting in part 
payment the assignment of a $24,500 
debt owing to the purchaser. Shortly 
after the execution of the sale, the 
debtor went bankrupt and the debt 
proved uncollectible. When assess- 
ing the capital cost allowance to be 
recaptured, the Minister took as the 
proceeds the sum of $73,500 whereas 
the appellant claimed that the un- 
collected amount should be excluded 
as a bad debt from the computation 
with corresponding reduction in the 
recaptured amount. The Appeal 
Board agreed with the appellant and 
allowed his appeal, to the extent that 
he had suffered recapture, on the 
grounds that the assigned debt met 
all the requirements of section 11(1) 
(f) as the taxpayer had proved that 
the debt became bad in the year and 
also that by a fiction of the law, it had 
been included in computing his in- 
come for the year. (Leonidas Roy v. 
MNR.) 


CORRECTION 


In the February issue, the comments on federal sales tax contained an error. The 
last word in the first paragraph on page 146 should read “wholesalers” rather than 


“retailers”. 
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Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 


“Cost ACCOUNTING UNDER CONDITIONS 
oF AUTOMATION” by A. Kenyon. The 
Accountant, December 20, 1958, pp. 
761-766. 


Canadian readers will not find very 
much that they do not already know 
in this article. Automation is dis- 
tinguished from mechanization, and 
changes in established costing proced- 
ures occasioned by automation are 
considered. The author also indicates 
how accounting figures may be modi- 
fied to reflect the advantages and 
disadvantages of automation, and sug- 
gests some criteria of aid to manage- 
ment in making important investment 
decisions. 


Kenyon emphasizes the non-finan- 
cial considerations that bear on deci- 
sions to automate, and these merit 
repetition: “One factor of great im- 
portance [in choosing the best of 
many alternatives],” he writes, “is the 
time dimension. What may seem at- 
tractive in the short run may make 
but a poor showing in the long 
period. Yet it is long-term profitabil- 
ity that is vital, and one of the major 
difficulties of top management is 
trying to visualize probable major 
conditions say five to ten years ahead. 
But if long-term prospects are the 
most important, so are they the most 
difficult to express in financial terms, 
at least within workable tolerances. 
Major decisions may therefore have 


259 





BY PETER C. BRIANT, M.B.A., C.A. 


to be taken in a no-man’s-land out- 
side the range of normal financial 
calculations. Quite apart from the 
question of the time dimension, there 
are many other factors — industrial 
relations, for instance — which can- 
not be evaluated in precise financial 
terms. It is then true to say that in 
proceeding to the conclusion of every 
business decision, there is a point 
beyond which figuring cannot go, and 
that there is left a gap that can be 
spanned only by judgment...” 

Accounting and financial data is 
thus a means to an end, and not an 
end in itself. It reduces the area of 
uncertainty, and lessens the role play- 
ed by intuition. 


ECONOMICS 


“SYMBOLS FOR CAPITALISM” by Ken- 
neth E. Boulding. Harvard Business 
Review, January-February 1959, pp. 
41-48 

The discovery of the principle of 
the division of labour in human af- 
fairs had two far-reaching effects. On 
the one hand, it increased man’s abil- 
ity to satisfy his need for material 
goods. On the other hand, the divi- 
sion of labour reduced his self-sufli- 
ciency. In the absence of the divi- 
sion of labour, the welfare of any one 
individual as a consumer is solely de- 
pendent upon his activity as a pro- 
ducer. With specialization of func- 
tion, some mechanism is needed to 
coordinate individual exertions in or- 
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der to solve the problems of what to 
produce, and how much? and who 
should consume what, and how 
much? It may also be noted, paren- 
thetically, that the division of labour, 
and the resulting use of money as a 
medium of exchange and a unit of 
account, led to the need for record- 
keeping and accountants. 


There are two extreme solutions to 
the problems posed above: capitalism 
and socialism. Capitalism has been 
accepted as the answer in many na- 
tions of the world. Based on the 
mechanism of the free market and 
the indirect discipline of competition, 
it is regarded by many as the system 
that successfully reconciles man’s 
growing economic interdependence 
with his desire to maintain individual 
freedom of choice. It finds its expres- 
sion in the maxim “To each according 
to the value of his contribution”. 
Here, it may be argued, is a single 
solution to the joint problems of pro- 
viding adequate incentives for indi- 
viduals to save, work, invest, and take 
risks, and of providing for an equit- 
able distribution of the rewards. In 
the minds of its advocates, capitalism 
thus reconciles freedom and equity, 
and provides incentives to induce 
individuals to do what is needed. 


Socialism, or communism, in con- 
trast, is a budget-oriented system that 
relies on the discipline of authority 
to make its plans work. The need for 
coercion is implicit in the communist 
doctrine “From each according to his 
ability; to each according to his 
needs”. If there is to be assurance 
that individuals produce according to 
their capacity, it is clear that more 
reliance must be placed on the stick 
than on the carrot. Authority is also 
required to determine needs and dis- 
tribute in accordance with them. 


In discussing “Symbols for Capital- 
ism”, Professor Boulding expresses 
the view that neither social system in 
its pure form will successfully recon- 
cile economic justice and freedom. 
He concedes that the market system 
restricts personal choice less than the 
budget system does, but points to 
other needs “fundamental to human 
life and decency” that the market 
cannot satisfy. The solution, he sug- 
gests, is to be found in a synthesis of 
the market and the budget in which 
each plays a role in the coordination 
of human activity. 


The perpetuation of the market 
system, even in modified form, re- 
quires, according to Boulding, the 
selection of a powerful symbol. Free- 
dom, he asserts, is an unsatisfactory 
symbol. “This rings hollow to those 
who feel the market mainly as a limi- 
tation . . . It rings particularly hol- 
low to the poor and hungry ....” 
Nationalism, he argues, smacks of im- 
perialism and militarism. Boulding’s 
choice of symbol is “Peace”. In this, 
he echoes earlier references to the 
businessman’s world as “a peaceful 
world”, and to business as “the great 
civilizer”. 


SYSTEMS 


“SOME LIMITATIONS ON OPERATIONS 
ResearcH by George S. Odiorne. 
Michigan Business Review, January, 
1959, pp. 3-10. 


Because operations research is be- 
ing used successfully in such specific 
technical areas as marketing, produc- 
tion planning, market research, qual- 
ity control and product mix, it is an 
easy step to generalize that it can 
easily be adapted to a general system 
of management. The mathematical 
tools are available to handle linear 
relationships and equalities, proba- 


lo 
we 





7 a 


CURRENT READING 


bility sampling, games theory and 
queueing theory in the management 
of physical things. To state that the 
next step will be an overall manage- 
ment theory based upon mathematics 
is an enticing illusion. 

Operations research works in the 
management of the physical phenom- 
ena of business. There is, however, 
no evidence that the natural state 
of management which consists of 
“getting results through people” is 
subject to anything more than a tauto- 
logical description using the present- 
ly available tools of mathematics. 

Man is not a fact, and according- 
ly cannot be reduced to a number. 
No fact, however irrefutable empiric- 
ally, has in it the quality which moti- 
vates men. To understand manage- 
ment in the area which relates to per- 
sonnel and manpower, we must come 
to terms with man, but not with 
numbers that make him manageable 
from the remoteness of company 
headquarters. Rather, we must come 
to terms with his sentiments and the 
emotions which sustain him, keep his 
social system from flying apart into 
a billion atoms, and understand the 
loves and hatreds which make his 
work a thing of joy or of despair. 


“PHysicAL INVENTORY SIMPLIFIED, 
SPEEDED AT VAN RAALTE”, Reported. 
The Controller, January 1959, p. 48 
Here is how an American knitting 
mill has revamped its inventory con- 
trol system to eliminate costly repeti- 
tive clerical work, and to reduce the 
time taken for a physical count of its 
$3 million annual fabric inventory 
from two weeks to one day. The 
plan is based on the Royal McBee 
Corporation’s Keysort system, and 
utilizes three forms: the knitters 
ticket, the gray inventory control 
card, and the pattern summary card. 
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“The four-part knitters ticket ac- 
companies the work through all pro- 
cessing stages. When the knitter fin- 
ishes the first production stage, she 
hand-posts the processing information 
on the ticket. The material then 
moves to the gray stock department 
for inspection, weighing and storage. 
All three activities are posted on all 
four copies of the knitters ticket via 
waxspot carbons on the backs of the 
top three copies. After posting the 
ticket is separated. The last two 
copies remain with the fabrics in the 
stockroom for physical control pur- 
poses. The first two copies are sent 
to the office. In the office, the two 
tickets are joined with the gray in- 
ventory control card of the same 
ticket number. Keysorting helps to 
match the knitters ticket with the in- 
ventory control card which remains 
in the office. The fact that the inven- 
tory control card has a matching set 
of knitters tickets means that the in- 
ventory item it represents has been 
Wax 


“Taking physical inventory is now 
carried on in this manner . . . the 
plant is divided into [50] control 
centres, with two men assigned to 
each centre. One of the men counts 
the number of pieces of cloth in his 
area. His partner pulls the ticket 
from the goods. Both counts are 
posted on a tag control record. When 
the number of tickets and that of the 
piece-count are in agreement, the 
tickets are turned over to the area 
superintendent. He checks to see 
that the number of pieces agrees with 
the number of tickets turned in. Then 
the tickets are bundled together with 
the identification card and, together 
with the tag control record, forward- 


ed to the office. 
“After the office has verified the 
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count, the tickets are turned over to 
the clerk in charge of the Keysort 
system. Keysort aids her in match- 
ing the gray inventory control card 
with the copy of the knitters ticket. 
If there is a matching knitters ticket 
for each gray inventory control card, 
it is known that the stock has been 
accounted for. If there is no match- 
ing knitters ticket, the shortage is in- 
vestigated immediately. The final 
step is the use of the adding ma- 
chine for the posting of physical in- 
ventory count for each pattern and 
the type of goods on the inventory 
form. The fourth copy of the knit- 
ters ticket remains with the merchan- 
dise at all times and serves as identi- 
fication of the pieces of cloth in the 
main knitting mill and in the com- 
pany’s mills elsewhere in the U.S.A. 
and overseas to which they are ship- 


Macs” 


“EROSION AND TaxEs” by Paul F. 
Icerman. Michigan Business Review, 
January 1959, pp. 25-28 

In this short article, Paul Icerman, 
a practising C.P.A., puts his finger on 
a problem which, if it is not now as 
great, could easily become as great 
in Canada as it. currently is in the 
United States: the erosion of the tax 
base. 

A tax liability is a product of the 
tax rate and the tax base. In the 
United States, general and special 
concessions have eroded the tax base 
to such an extent that, in 1957, 60% 
of all personal income was exempt 
from tax. 


To focus attention on the need for 
an overall reduction in rates, in 
preference to the exclusion of some 
income from the definition of taxable 
income, Icerman urges his readers to 
oppose bills of which they are the 
“Special priv- 


special beneficiaries. 


ileges are themselves a product of 
high tax rates,” he warns. “Each 
inequity that is adjusted brings about 
new inequities. Each group that 
secures special treatment is followed 
by another, whose case is furthered 
by the group which has gone before. 
... The end result of such a course 
of events is inevitably special priv- 
ileges for all. 

That his recommended course of 
action is not an easy one, Mr. Icer- 
man is well aware. When he was a 
member of the American Institute’s 
Tax Committee, the committee enum- 
erated to the press many of the 
special treatment items and called for 
an end to this type of legislation. 
At approximately the same time, the 
executive committee of the Institute 
was urging all of its members to 
support a bill designed to allow pen- 
sion deductions for the self-employed. 


The path of wisdom in tax reform 
evidently lies in lowering the rates 
rather than piling exemption upon 
exemption. It is easy to get into a 
vicious circle where high rates lead 
to high exemptions, and vice versa. 
The problem is how to break it. 


BOOK REVIEW 


“Advanced Accounting Problems — 
Theory and Practice”, by Irving J. 
Chaykin and Max Zimering; John 
Wiley & Sons, Inc., New York; 562 
pages; $10.50 


As is evident from the title, this 
book is directed at the student of 
advanced accounting, whether he is 
a beginner first coming to grips with 
the subject, the candidate in prepar- 
ing for forthcoming examinations, or 
the public practitioner dealing with 
the intricacies of a practical problem. 
In order to be of use to such a variety 
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of interests, the authors offer a wide 
selection of material representative 
of most of the important aspects of 
accounting, except taxation. The 
selection of topics and extent of 
coverage of each are based on their 
relative importance in the field as 
indicated by the personal judgment 
of the authors and the frequency of 
their appearance on C.P.A. (U.S.) 
examinations. 


The approach to each subject is a 
theoretical discussion, well supported 
by numerous “illustrative problems” 
which demonstrate clearly the nature 
of the problem and its solution. In 
most cases where the nature of the 
subject is one of recording, as well as 
preparation or presentation of finan- 
cial statements, the “illustrative 
problems” include journal entries 
which outline the accounting steps 
involved. This method proves very 
satisfactory and certainly lends it- 
self well to the requirements of many 
students. For the diligent, the authors 


offer a supplementary workbook 
which includes many problems 
adapted from the C.P.A. (US.) 


examinations as well as those of their 
own device. 


The material has been presented 
very concisely and in most cases 
fairly, although in some instances it is 
apparent that the authors have little 
patience with their theoretical ad- 
versaries. For example, the discus- 
sion of the “adjusted value” or equity 
method of accounting for the invest- 
ment in a subsidiary company on the 
books of the parent has been dealt 
with in a rather cavalier fashion. On 
page 228, the text states, “Of little 
or no practical use, the adjusted value 
method exists only because of its 
appearance in school and professional 
examinations, poor reason indeed for 
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its perpetuation.” The Canadian 
student would perhaps find this very 
distressing since the Chartered Ac- 
countants Course of Instruction points 
out that this method is advocated by 
a leading authority in Canadian ac- 
counting. 

This reviewer was particularly im- 
pressed with the clear presentation 
of “Partnership Accounting”, “Install- 
ment Sales” and “Fire Losses”. On 
the other hand the chapters on “Fund 
Accounting”, which deal primarily 
with government accounting at vari- 
ous levels (particularly municipal), 
demonstrate once more the differ- 
ence between Canadian and Amer- 
ican practice. Although the funda- 
mentals are the same, the differences 
in method are such that the Canadian 
student could get very little practical 
assistance in this field. This is also 
partially true insofar as the treatment 
of “Statement of Affairs” and “Re- 
ceivers Accounts and Statements” is 
concerned. 

Although the book is of limited use- 
fulness in Canada, it will be a valu- 
able addition for those interested in 
augmenting their reference library. 

Lorne J. REEsor, C.A. 
Toronto, Ontario 


“Auditing, a C.P.A. Review Manual”, 
by Benjamin Newman, C.P.A.; John 
Wiley & Sons, Inc., New York; 865 
pages; $12.75 

As indicated in the preface, this 
text has been designed to assist can- 
didates in preparing for auditing 
examinations. By a very effective 
combination of textual presentations 
and solutions to actual examination 
problems, Professor ‘Newman has pro- 
duced a volume which should have 
little difficulty in accomplishing its 
objective. 

The systematic arrangement of sub- 
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ject matter and the clear concise 
method of presentation are two of the 
most outstanding features of this text. 
The reader can very quickly pick up 
the fundamental principles and basic 
concepts and more fully appreciate 
their meaning and application. In the 
early chapters of the book, Professor 
Newman deals with the overall area 
of the auditor’s responsibilities, basic 
principles and techniques of auditing, 
and fundamentals of internal control. 
This is followed by more specific dis- 
cussions relating these basic theories 
to particular accounts and items in 
financial statements. A_ separate 
chapter is devoted to each major type 
of item, and all chapters are arranged 
in a fairly uniform manner with the 
discussion being classified under the 
following subdivisions: major audit 
objectives, major internal control ob- 
jectives, audit program and related 
internal control features, and auditing 
applications and other considerations. 
The “Chapter Supplement”, appear- 
ing at the end of most chapters, pro- 
vides clear, well-presented and classi- 
fied tabular summaries of the salient 
points in the discussion. 


Although the examination ques- 
tions, selected by Professor Newman 
for inclusion in his text, have been 
taken from the uniform C.P.A. exam- 
inations in the United States, they 
represent typical questions which 
would normally be expected to be 


included in the examination papers 
of any professional accounting so- 
ciety. The method of presentation of 
the solutions emphasizes the need for 
students to organize their answers 
properly and should serve as very 
useful guides in developing the tech- 
niques of preparing acceptable solu- 
tions to examination questions. 
“Auditing, a C.P.A. Review Man- 
ual” provides a very worthwhile con- 
tribution to student-training programs 
and to examination preparation. It is 
a text which could be used to ad- 
vantage by Canadian students-in-ac- 
counts both at intermediate and final 
levels. However, it should be remem- 
bered that it has been designed as a 
review book and should not be con- 
sidered as a substitute for the recog- 
nized auditing text books. 
GERTRUDE Mutcany, C.A. 
Toronto, Ontario 


BOOK RECEIVED 
“Ontario Succession Duties” by Michael B. 
Jameson; Butterworth & Co. (Can.) Ltd., 
Toronto, 1959; 449 pages; $15.00 


This is the only book on the Ontario 
Succession Duty Act to be published in 
the past 15 years. The author helpfully 
sets forth the practice of succession du- 
ties in Ontario according to subject matter 
rather than in accordance with the nv- 
merical sequence of the sections of the Act. 
Also included are appendices of valuation 
tables, rates of duty and pertinent sections 
of related Acts. 
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BY J. E. SMYTH, F.C.A. 


Associate Professor, 


Students Department —— ouees' Universi 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, and reflect 
the personal views and opinions of the various contributors, They are not designed as 
models for submission to the examiner but rather as such discussion and explanation of 
the problems as will make their study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 
Final Examination, October 1957 
Auditing III, Question 2 (22 marks) 

The management of X Co. Ltd. is considering the purchase of all the 
outstanding issued capital stock of J Co. Ltd. for $200,000. The management 
believes that the products produced by J Co. Ltd. could be well integrated 
with X Co. Ltd. lines. To finance the proposed purchase, management pro- 
poses to issue 54% serial debentures repayable in equal annual instalments 
over the next ten years. 

CA, the shareholders’ auditor of X Co. Ltd., has been asked to assist the 
management in deciding whether or not the proposed purchase would be to 
the company’s advantage. The auditor of J Co. Ltd. has agreed to provide 
CA with all the material and information he requires and to co-operate in 
all respects in CA’s investigation of J Co. Ltd. 


Required: 

List the statements, schedules and other information which CA would 
present for management's consideration explaining in each instance why such 
statements, schedules and other information would be required. 


A SOLUTION 
X CO. LTD. 
STATEMENTS, SCHEDULES, AND OTHER INFORMATION 
FOR CONSIDERATION OF MANAGEMENT IN PURCHASE 
oF Caprrau Stock oF J Co. Ltp. 


1. Income statements of J Co. Ltd. in comparative form for the past five 
years, with the various items also expressed as a percentage of sales. 
(To indicate trends in the components of profit and loss, and the effi- 
ciency of management. ) 

2. Schedule showing changes in shareholders’ equity for each of the past 
five years. (To show the trend of shareholders’ equity.) 
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Balance sheets of J. Co. Ltd. as at cach of the past five year ends. (To 
permit a review of the general financial condition of J. Co. Ltd.) 
Schedule of working capital and current ratio and statement of source 
and application of funds for the past five years. (To show the trend of 
financing and to disclose any large expenditures. ) 


. Pro-forma consolidated balance sheet giving effect to the purchase of J 


Co. Ltd. (To indicate the financial structure after the acquisition of J 
Co. Ltd.) 

Schedule summarizing a calculation of the expected increase in annual 
profit before bond interest, resulting from the acquisition of J. Co. Ltd. 
(To indicate whether the expected rate of return on an investment of 
$200,000 is sufficient in view of the need to pay additional bond interest 
of $11,000 annually, and the risks involved. ) 


. Schedules presenting as of the most recent year-end of J Co. Ltd.: (a) 


details of inventories, the method of pricing, and classification; (b) ac- 
counts receivable, classified according to age of balances; (c) details of 
fixed assets and related accumulated depreciation; (d) details of other as- 
sets and liabilities. (To provide details behind the figures in the balance 
sheet and to assist in determining their significance. ) 

An analysis of the income tax position created by the proposed acquisi- 
tion. (To assess the potential tax liability and to present the tax implli- 
cations of designated surplus. ) 

A list of the senior employees of J Co. Ltd., and their functions. (To 
ascertain where duplication will exist. ) 

Analysis of sales of J Co. Ltd. by product, customer, and geographical 
area. (To determine how sales of J Co. Ltd. may be integrated with 
those of X Co. Ltd.) 

A brief history of J Co. Ltd. and summary of directors’ minutes for past 
five years. (To acquaint management with background of J Co. Ltd.) 
Recommendations to management: Appraisal of fixed assets of J Co. Ltd. 
(if they are important in relation to total assets); consideration to al- 
ternative methods of financing acquisition of J Co. Ltd. since the bond 
interest expense under the proposed scheme would not be deductible for 
income tax purposes. 

A statement of future orders on hand for J Co. Ltd. (To ascertain 
whether J Co. Ltd. has current acceptance of its product. ) 


PROBLEM 2 
Final Examination, October 1957 
Auditing III, Question 4 (20 marks) 


G operates a machine shop on a job cost system. As soon as an order is 


received and accepted, the factory foreman makes up a job cost card setting 
out the details of the particular job. These job cost cards are given a job 
number and sent to the accounting department. 


The accountant records the prime costs on these cards from: 
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(i) Issues of raw materials, based on factory foreman’s requisitions, 

valued at average cost per perpetual inventory records. 

(ii) Invoices covering purchases of materials required specifically for 

the particular job. 

(iii) Daily time slips prepared by individual employees, setting out the 

time spent on each job, valued at the applicable hourly wage rate. 

At the end of each month, factory service expense is applied at a pre- 
determined rate and recorded on each job cost card. At the end of the fiscal 
year, the under or over absorbed factory service expense is transferred to 
“Cost of goods sold” account. 

On completion of each job, the total costs are transferred from the “Work 
in process” accounts to the “Cost of goods sold” account. A pre-numbered 
invoice for each job is made up based on actual costs plus a pre-determined 
markup which varies with the type of machine or part ordered. The job 
order number is noted on the invoice and the invoice number is noted on the 
job cost card. The job cost cards are filed in numerical order after the in- 
voices have been made up and the goods shipped to the customers. Ade- 
quate shipping records are kept. 


Required: 

List the procedures that CA, the shareholders’ auditor of many years’ 
standing, should carry out in order to form an opinion on the items “Sales” 
and “Cost of goods sold” appearing in the annual statement of profit and loss. 


A SOLUTION 
Audit procedures required to form an opinion on the sales figure 


1. Review the system of internal control to ascertain that the system is op- 
erating efficiently. 
Test check sales invoices to the sales recapitulation. 
Add, cross-add and post the portion of the sales recap selected for testing. 
Account for all serially pre-numbered invoices in the period selected. 
By reference to the job order number noted on the invoices, check the 
invoices for the period selected to the job cost cards. Check the addi- 
tions on the job cost cards and the calculation of mark-up. Check the 
name, amount and invoice number from the job cost cards to the invoices. 
6. Check the invoices for the period selected to the shipping records. Clear 
the shipping record for the period selected. 
7. Check the invoices for the period selected to the order record, compar- 
ing the details shown in the order record with those appearing on the in- 
voices. 
Test check the credit notes for approval and receipt of goods. 
Test check the year-end cut-off: 
(i) Check the shipping records for the last few days of the year and 
the first few days of the succeeding year to the sales invoices. 
Clear both the invoices and the shipping record. 
(ii) Check the job cost cards transferred to cost of goods sold to the 
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related sales invoices for the last few days of the year and the 
first few days of the succeeding year. Clear both the invoices and 
the job cost cards. 

Review the sales records for returned sales in the subsequent period. 


Audit procedures required to form an opinion on cost of goods sold 


i 


9 


_ 


10. 
11. 
12. 


13. 


14. 


15. 


Review the system of internal control to see that it is operating efficiently. 
Select a number of transfers from work in process to cost of goods 
sold and pick out the completed job cost cards which substantiate these 
transfers. Ascertain that all these cards are referenced to the order 
received and that the sales invoice number is noted thereon. 

For raw materials recorded on the job cost cards selected, test check 
back to the issue slips, and note that these were approved by the factory 
foreman. Check the material prices used from the perpetual inventory 
records. 

On the job cost cards selected, test check any purchases of materials 
specifically required for the particular job by reference to the purchase 
invoices, and note that these have been checked properly for receipt of 
goods, prices, extension, and approval of payment. 

For the labour costs recorded on the job cost cards selected, test check 
by reference to the daily time slips. Check the hourly rate on these 
slips from approved lists. 

Test check the factory service expense applied at the pre-determined 
rate on the job cost cards in the period selected. 

Check the additions on the job cost cards and check the totals of the 
various costs from the cards to the summary which supports the journal 
entry. Add the summary. 

Check the posting of the journal entry transferring cost from work in 
process to cost of goods sold. 

Check the job cost cards selected to the related sales invoices, making 
sure that there is no lapse of time between the journal entry date and 
the invoice date. In comparing the job cost cards with the sales in- 
voices, check the customer’s name, the amount, and the invoice number. 
Clear the file of consecutive job cost cards and make sure that all missing 
numbers in the current series are included in work in process inventories. 
Check the posting of the journal entry transferring the balance of factory 
service expense to cost of goods sold. 

Test check the year-end check-off. (As in audit procedures for sales, 
above. ) 

If the factory service adjustment to cost of goods sold is material in 
relation to goods produced in the period, the rate of application should 
be corrected. Adjustments should be made in the accounts to reflect 
the correction of the rate as between cost of goods sold and inventories 
of work in process. 

For a selected period, clear all issues of raw materials to the job cost 
cards. Check the journal entry for the transfer. 

For a selected period, check the allocation of labour to the job cost 
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cards. Check the journal entry recording the transfer, and reconcile 
with the payroll. 

For a selected period, check the transfers from factory service expense 
to the job cost cards. Check the journal entry. Test the charges to 
factory service expense by examination of the related vouchers. 


PROBLEM 3 
Intermediate Examination, October 1957 
Auditing I, Question 7, (10 marks) 
Describe briefly the steps which C.A, the shareholders’ auditor, should 


take in order to satisfy himself that all of the company’s liabilities, either 
actual or contingent, as at the balance sheet date, are reflected in the balance 
sheet or otherwise disclosed. 


A SOLUTION 


Audit Procedures to Ensure that All Liabilities Are Disclosed 


Bs 


Qos] 
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10. 


11. 


12. 


13. 





Test the accounts payable by reference to the receiving records, working 
from the receiving records to the accounts to ensure that a corresponding 
liability has been recorded for all merchandise received. 


. Review the methods of control over the receipt of merchandise through 


to the recording of the liability in the accounts. 


. Reconcile creditors’ statements of account as of the year-end with the 


balances shown in the client’s records. 


. Send positive confirmations to suppliers with whom the client normally 


deals but for whom no liability exists. 


. Scrutinize invoices for a period following the year-end to ascertain 


whether any charges related to the period under review have been 
entered after the balance sheet date. 


. Scrutinize cash disbursements for the period subsequent to the balance 


sheet date to ascertain whether any payments in the period apply to 
obligations incurred before the balance sheet date which were not set up. 


. Check the section relating to guarantees on returned bank confirmations. 
. Review all legal fees and legal correspondence for evidence of con- 


tingent liabilities. 
Think carefully about the nature of the business and the possibility of 
contingent liabilities, such as those arising from discounted notes. 
Ascertain that all accruals of wages, salesmen’s commissions, taxes, 
compensation insurance, interest on bonds, notes and contracts have 
been recorded correctly. 

Examine all contracts related to employees’ pension funds, and employee 
and management bonus agreements, and ascertain whether the appro- 
priate liability has been recorded in the accounts. 

Examine tax returns, correspondence with the Income Tax Department, 
and tax expense account for evidence of unrecorded tax liability. 
Examine minutes of all meetings for indication of liabilities. 
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14. Check the title to property to ascertain that any liens or mortgages are 
properly recorded. 

15. Obtain a liability certificdte from management after discussing its 
nature and purpose with the persons signing it. 


PROBLEM 4 
Intermediate Examination, October 1957 
Auditing I, Question 8 (15 marks) 


On January 10, 1957, CA visited the office of an out-of-town client, to 
commence his examination of the accounting records in order to form an 
opinion on the financial statements for the fiscal year ended December 
31, 1956. 

The client’s trial balance of the trade accounts receivable subsidiary 
ledger showed that: 

(i) There were some 1,000 accounts outstanding as at December 31, 
1956. 

(ii) 25% of the total amount receivable was due from one debtor. 

(iii) The trade accounts receivable represent a substantial part of the 

client’s assets. 


Required: 

Outline the procedures that CA should undertake in order to form an 
opinion on the figure for “Trade accounts receivable” appearing on the 
balance sheet as at December 31, 1956. 


A SOLUTION 
Audit procedures required to form an opinion on trade accounts receivable 


1. Check the client’s accounts receivable trial balance to the subsidiary 
ledger accounts. Add the trial balance, and agree the total with the 
control account in the general ledger. 

2. Scrutinize the nature of the balances outstanding. Segregate for special 
treatment on the balance sheet any debit balances which represent loans 
or advances to shareholders and employees, consignment accounts, and 
payments to creditors for which no liability has been set up. 

3. Investigate the client’s credit terms, and determine whether they have 
been adhered to. 

4. Separate the account balances as between current and overdue, and 
classify the overdue accounts as to the period they have been outstand- 
ing. List the date and amount of the last payment on each overdue 
account. Discuss these accounts with a responsible employee of the 
client, and classify them as slow, doubtful, and bad. Determine 
whether the write-off of accounts and the provision for doubtful accounts 
is adequate in view of this discussion. 

5. Check the credit rating of the debtor whose account represents 25% of 
the total. If there appears to be any doubt about his ability to pay the 
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account, endeavour to obtain his current financial statements. Review the 
client’s credit experience with this debtor, and discuss the account with 
the client. 

6. Obtain positive confirmation from the debtor whose account represents 
25% of the amount outstanding and from other larger debtors, with 
respect to balances as of December 31, 1956. 

7. Send negative confirmations to a substantial proportion of the client's 
customers. Clear all returned confirmations (positive and negative), 
reconciling any differences set out by customers. 

8. Test check debit postings from sales invoices to individual accounts in 
the subsidiary ledger. For a selected period, clear both the sales record 
and the debit entries in the subsidiary ledger. 

9. Test check credit postings in the individual accounts in the subsidiary 
ledger to cash receipts and credit memos. For a selected period clear 
both the credit entries in the subsidiary ledger accounts and the cash 
receipts and credit memos. 

10. Ascertain that all bad debts written off during the year have been 
approved and the write-off properly recorded in the accounts. 

11. Test check sales invoices and delivery slips for a few days prior to 
December 31, 1956 and for the first few days of January 1957 to 
ensure a proper cut-off. 

12. Check nature of bank charge-backs January 1-10. 


PROBLEM 5 
Intermediate Examination, October 1957 
Auditing II, Question 4 (14 marks) 
The X Co. Ltd., which owns its own building, made the following major 
expenditures during the year ended December 31, 1956: 
(i) Made a substantial extension to the warehouse portion of the 
building to increase the storage capacity. 
(ii) Constructed additional exits throughout the building as a fire 
precaution. 
(iii) Reconstructed part of the interior of the general office portion of the 
building to provide a more convenient layout and a staff cafeteria. 
(iv) Installed new type of fluorescent lighting fixtures throughout the 
general office and factory to replace the outmoded fittings. 
The directors were unable to agree as to how these expenditures should 
be dealt with in the company’s accounts and asked CA, the shareholders’ 
auditor, for advice. 


Required: 

(6 marks) (a) Discuss the general principles governing the allocation of 
expenditures between capital and revenue. 

(8 marks) (b) Indicate the accounting treatment which should be recom- 

mended for each of the above items, together with the 

reasons for the suggested treatment of each. 


(b) 
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A SOLUTION 


General principles governing the allocation of expenditures between 
capital and revenue 


. The distinction between capital and revenue expenditure rests upon the 


relation between the length of the useful life of the property acquired 
and the length of the accounting period for which income is being 
measured. 

The distinction is vital because at the end of each year the accounts must 
be reviewed for the purpose of separating consumed costs from uncon- 
sumed costs. 

The cost of acquiring, expanding or extending the life of any fixed asset 
will be classified as a capital expenditure. Costs of this kind are in- 
curred with the object of benefitting the revenues of a number of future 
years. Capital expenditure is an outlay for property of a life duration 
extending over several accounting periods. 


. The costs of goods and services acquired for the purpose of earning the 


revenue of the current accounting period only will be recorded as a 
revenue expenditure. The property acquired will be consumed within 
one accounting period. 

Whether a particular cost has expired or remains in part unexpired at 
the end of an accounting period is a matter which can be determined 
only by a process of inquiry and reason and not by any accounting 
procedure or system of accounting classification. 


Accounting treatment recommended and reasons therefor 


(i) Charge the cost of the substantial extension to the warehouse 
portion of the building to Warehouse building (fixed asset) 
account. The extension is an actual expansion of warehouse 
facilities. 

(ii) Charge the cost of the additional exits to Repairs or Maintenance 
expense account. The expenditure is not directly related to the 
earning capacity of the business. 

(iii) Charge the cost of the reconstructed part of the general office to 
Building (fixed asset) account. The expenditure has made possible 
an improvement of facilities. 

(iv) Charge the cost of the fluorescent lighting fixtures to Equipment 
(fixed asset) account. The expenditure has resulted in an im- 
provement of facilities. 


Editor’s Comment: In part (ii) above, the cost of the additional exits might alternatively 
be charged to Building (fixed asset) account on the argument that the result was a 
definite improvement to the building. 








Alberta 

W. D. Watt, C.A. and Gower & Ogilvie, 
Chartered Accountants, Edmonton, and 
D. L. G. Porter, C.A. Whitehorse, Yukon, 
announce the merger of their practices. The 
combined practice will be conducted in 
the name of Watt, Gower & Ogilvie, Char- 
tered Accountants, with offices at 10040-106 
St., Edmonton, and Whitehorse, Yukon. 


British Columbia 

Frank Copithorne, C.A. announces the 
opening of an office for the practice of his 
profession at Rm. 606, 525 Seymour St., 
Vancouver 2. 

I. G. Chertkow, B.Acc., C.A. and R. B. 
Liverant, B.A., C.A. announce the dissolu- 
tion of partnership under the firm name of 
Irving G. Chertkow & Co., Chartered Ac- 
countants. Henceforth, Mr. Chertkow will 
practise his profession at Rm, 1220, 736 
Granville St., Vancouver 2, while Mr. Liver- 
ant will practise his profession at Rm. 
309, 535 Howe St., Vancouver 1. 


V. H. Chadwick, C.A. announces the 
dissolution of the partnership of Chadwick, 
Beacom & Co., and the formation of the 
partnership of Chadwick, Potts & Co. The 
newly formed partnership comprises the fol- 
lowing partners in the New Westminster 
office, 227 Columbia St.: V. H. Chadwick, 
C.A., J. F. C. Barr, C.A., E. A. Biagi, C.A.; 
in the Burnaby office, 5228 Kingsway: D. B. 
Potts, B.Com., C.A., M. A. Spowart, B.Com., 
C.A. 


Manitoba 

J. H. Lyons, B.Com., C.A. announces the 
opening of an office for the practice of his 
profession at 502 Confederation Bldg., 457 
Main St., Winnipeg 2. 


New Brunswick 


R. L. MacKenzie, C.A. has been admitted 
to partnership in the firm of Reevey, Black- 
more, Burnham, Laws and Page, Chartered 
Acccountants, and will be associated with 
the firm’s Moncton office. 

Hudson, McMackin & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of P. M. Stevens, C.A. in their 
Halifax office; and J. O. Borlase, C.A. and 


G. H. Steeves, C.A. in their Moncton 
office. 
Nova Scotia 

Hudson, McMackin & Co., Chartered 


Accountants, announce the opening of a 
new office for the practice of their profes- 
sion at Ste. 317, 100 Sackville St., Halifax. 


Ontario 

Leo Goodman, B.A., C.A. announces the 
opening of an office for the practice of his 
profession at 124 Braemar Ave., Toronto. 

Harvey Hacker, C.A. announces the 
opening of an office for the practice of 
his profession at 25 Adelaide St. W., 
Toronto. 

E. M. Sprackman & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of Irwin Siderson, C.A. The prac- 
tice will be carried on under the name of 
E. M. Sprackman & Co., 460 Richmond St. 
W., Toronto 2B, 

David Vise & Co., Chartered Accountants, 
and Rumack, Seigel & Co., Chartered Ac- 
countants announce the merger of their 
practices under the firm name of Vise, 
Rumack, Seigel & Co., Chartered Account- 
ants, 147 Spadina Ave., Toronto. 
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R. J. Dallard, C.A. has been appointed 
assistant general manager of Armson Works 
Ltd., Windsor. 

T. J. DeCourcy, C.A. has been appointed 
works accountant of the Montreal plant of 
Du Pont of Canada Ltd. 

W. E. McDougall, C.A. has been ap- 
pointed secretary-treasurer of Pioneer Saws 
Ltd., Peterborough. 

Ormsby & Ormsby, Chartered Account- 
ants, 15 Toronto Street, Toronto, announce 
the admission to partnership of Joseph E. 
Murphy, C.A. 

Allan Pyzer, C.A. announces the removal 
of his office to Suite 602, 12 Richmond St. 
East, Toronto 1. 

Greenspan, Feldman & Co., Chartered 
Accountants, announce the removal of their 
offices to Suite 106, 3185 Bathurst St., 
Toronto. 

R. D. Armstrong, F.C.A. has been ap- 
pointed vice-president, corporate planning 
for Chrysler of Canada, Windsor. 


Quebec 

Goldberg & Messer, Chartered Account- 
ants, announce the change of their firm 
name to Goldberg, Messer & Wolkove, with 
offices at 1255 Phillips Sq., Ste. 508, 
Montreal. 

Dainow, Alper & Co., Chartered Account- 
ants, announce the admission to partner- 
ship of Irving London, B.Com., C.A. The 
* practice will be carried on under the firm 
name of Dainow, Alper & Co., with offices 
at 3448 Peel St., Montreal 2. 

Rene Lemire, C.A. and Raymond M. 
Rouleau, C.A. announce the merger of their 
practices. The partnership will be known 
as Lemire, Rouleau & Co., Chartered Ac- 
countants, with offices at 3189 Masson St., 
Montreal. 

Thomson McLintock & Co., Chartered 
Accountants, and Brown, Fleming & Murray, 
Chartered Accountants, of London & Glas- 
gow, announce the formation of a new firm 
to practise in Canada under the name of 
McLintock, Murray, Sharp & Co., Chart- 
ered Accountants. The new firm will con- 
duct its practice in cooperation with Sharp, 
Milne & Co., Chartered Accountants, and 


both firms will operate independently from 
the latter’s offices in Montreal and Toronto. 
R. E. Membrey, C.A. has been appointed 
assistant controller of the Anglo-Newfound- 
land Development Co, Ltd., Grand Falls. 


OBITUARIES 


We regret to announce the death of the 
following members: 


LEWIS BRIMACOMBE — On January 10, 
1959 at the age of 74 years. He was born 
in Plymouth, England, and came to Can- 
ada in 1912. He was admitted to member- 
ship in the Institute of Chartered Account- 
ants of Quebec on July 10, 1914. For 
many years he was in business for himself 
as a chartered accountant. Since his re- 
tirement a few years ago, he had been 
lecturing at Sir George Williams College 
and for a short period at Loyola College. 


H. P. L. HILLMAN — A life member 
of the Institute and a former comptroller of 
the Toronto Transportation Commission and 
the Toronto Hydro Commission, Mr. Hill- 
man died in Toronto on December 17, 
1958. He was a native of Ottawa and be- 
came a C.A. in 1904. For many years he 
was the treasurer of Park Road Baptist 
Church, a Rotarian and secretary of the 
Chattan Literary Club. 


ARTHUR S. FITZ-GERALD — Mr. Fitz- 
gerald of Windsor, a retired C.A. and 
founder of the Ontario Society for Crippled 
Children, died in Florida on January 3, 
1959. He was born in Belfast, Ireland, and 
became a Scottish C.A. in 1911. Coming 
to Canada he first was employed in Mont- 
real and joined the Alberta Institute of 
Chartered Accountants in 1917. He es- 
tablished a practice for his profession in 
Windsor in 1919 and joined the Ontario 
Institute at that time. He was an ardent 
Rotarian and a one-time director and vice- 
president of Rotary International. In 1949 
the Windsor Rotary Club held an “Arthur 
S. Fitz-gerald Day” and presented him with 
a diamond pin. In 1956-57 he was presi- 
dent of the Windsor and District C.A. As- 
sociation. 
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HOW ADVANCED CAN YOUR DATA PROCESSING GET? 
Let the Burroughs Sensimatic Accounting Machine show you 


In the business world today, Burroughs 
leads the way to quick, impressive 
figuring results with the most advanced 
data processing systems. 


Among these: the Burroughs Sensimatic 
Accounting Machine, which can mecha- 
nize your entire bookkeeping setup 
efficiently and economically. You'll get 
more work in less time with greater 
accuracy and less cost. 


Even your newest operator can whiz 
through daily accounting jobs of any 
magnitude. Through its interchangeable 
Sensing Panel the Sensimatic switches 
from job to job at the flick of a knob. 
Here you have it! A highly automatic 
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machine. A speedy, versatile, yet simple 
operation. And a complete, up-to-the- 
minute figure-facts picture of where you 
stand in your business at all times. 


Yes, there are all these plus factors and 
many more far-reaching advantages 
where these come from. For, besides the 
numerical and typing Sensimatics, Bur- 
roughs makes a full range of data proc- 
essing equipment that extends to the 
most advanced giant electronic com- 
puter systems. For help with your data 
processin ng problem, call your local Bur- 
roughs office. Or write Burroughs Adding 
Machine of Canada, Limited. Factory 
at Windsor, Ontario. 

Burroughs and Sensimatic—TM’s 


£4 Burroughs 


® “NEW DIMENSIONS / in electronics and data processing systems” 








B.C. INSTITUTE 


Vancouver Island C.A. Club: A. Sutherland- 
Brown, staff geologist for the B.C. Depart- 
ment of Mines, addressed the club on “The 
Face of British Columbia” at the January 
16, 1959 dinner meeting. Graduates of 
1958 resident on the Island were welcomed 
to the club by president F. R. Brien. Other 
club officers for 1959 include C. Webster, 
vice-president; R. G. Campion, treasurer; 
H. Frederiksen (P.O. Box 1030, Victoria, 
B.C.), secretary; and R. McDougall, Up- 
Island representative. 


Prince George C.A. Association: Prince 
George Chartered Accountants’ Association 
officers appointed for the 1959 year in- 
clude D. L. O’Brien, president, and A. L. 
Duncan, secretary. 


C.A. Club of Vancouver: Ronald A. Keith, 
assistant to the president, Canadian Pacific 
Air Lines, addressed members at the lunch- 
eon meeting of February 2. Mr. Keith fore- 
cast that the next decade will see the 
greatest “travellers’ market” in history. 

Speakers tentatively engaged for forth- 
coming meetings include radio commentator 
Jack Webster, who will speak on “Net 
Debt” on March 2, and Dr. Earle D. Mac- 
Phee, who will be guest speaker at the 
April 6 meeting. 
C.A. Wives Club — Vancouver Chapter: 
135 Wives Club members attended the Jan- 
uary luncheon meeting to hear an address 
by Don Corbett on the forthcoming C.I.C.A. 
conference to be held in Vancouver from 
Sunday, September 13, to Wednesday, Sep- 
tember 16, 1959. 

A fashion and hairstyling show was held 
on February 23, 1959 in the Manhattan, 
1727 West Broadway. 


MANITOBA INSTITUTE 


On November 25, 1958 the Council of 
the Manitoba Institute held a luncheon to 
honour two retiring members, William Ait- 


INSTITUTE NOTES 





ken, F.C.A. and James W. Abbott, F.C.A. 
Mr. Aitken was a member of Council for 
26 years and was president of the Institute 
in the years 1986-38. Mr. Abbott was a 
Council member for 12 years and was 
president in 1955-56. Mr. Poyntz, presi- 
dent, expressed appreciation for their ser- 
vices and presented them with suitably in- 
scribed desk sets. 

Council was pleased to have as a guest 
at the luncheon Mr. John Parton, F.C.A., 
who was celebrating his 80th birthday. In 
paying tribute to Mr. Parton, William 
Gray mentioned that Mr. Parton had been 
a member of the Manitoba Council for 37 
years, served as president from 1917 to 
1919 and in 1918-19 held the office of 
president of the Canadian Institute of 
Chartered Accountants (then Dominion As- 
sociation of Chartered Accountants). He is 
the oldest living past president of the Mani- 
toba Institute and the Canadian Institute. 


Convocation: Successful candidates in the 
1958 final examinations received member- 
ship certificates at the convocation held in 
the auditorium on the University of Mani- 
toba campus on Thursday, January 22. 

Convocation speaker was George Aitken, 
C.A., vice-president and comptroller, The 
Great-West Life Assurance Company. John 
L. Helliwell, C.I.C.A. president, presented 
the certificates to the new members. 

In the evening, the graduates and their 
ladies were the guests at a dinner and 
dance held at the Royal Alexandra Hotel. 


Luncheon Meeting: D. J. McDonald of Os- 
ler Hammond & Nanton Limited spoke on 
February 23 at a luncheon meeting on 
“Business Financing”. 


ONTARIO INSTITUTE 
“Public Forum”: The Institute has arranged 
an income tax forum for the general public, 
to be held on Tuesday, March 17, starting 
at 8:00 p.m. in the auditorium of the Uni- 


Continued on page 278 
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BOOKS and 
FINANCIAL REPORTING 
IN CANADA, 2nd ed., 1957 


Designed for those who = and prepare 
financial statements (members $4.00) $5.00 


ACCOUNTING TERMINOLOGY 


A 77-page eutanee defining words and 
phrases (members $2.00) $2.50 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Valuable reading for those interested in 
automatic data processing. Chapters on 
auditing electronically produced records, 
evaluating E.D.P. possibilities and case his- 
tories $1.75 


Peewee eee ee eee eens sweeeeeeeeeeeeneaseeeeeeeeeeeeeee® 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 
of the investment busi- 
ness — Toronto Globe 
& Mail $1.75 


eg: 





GRAIN ACCOUNTING IN 
CANADA 


A useful reference for those interested in 
RU BORON assess sosises scaceccncessscstet $1.25 


BROCHURES 


MUNICIPAL FINANCE IN 
CANADA 

Municipal finance officers and auditors will 
= helpful data in this 40-page eae 


Sere eeeeeeeeeeceseeseeesereenaresessessesseeesesseeeses 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper. $1.25 





ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 


tries’ operations and special a 
NOIRE aso cad gids stat tcenapnaeacleteandass 78 
SHOULD SMALL BUSINESS 
INCORPORATE? 


An outline of the advantages and disadvan- 
tages of incorporation .........ccseseeeeees 25¢ 
AUDITING PROCEDURES 

This introduction for the student-in-accounts 
has become a standard handbook........ $1.25 
CHARTERED ACCOUNTANTS 
EXAMINATIONS IN CANADA 


ACCOUNTING and AUDITING RESEARCH BULLETINS 


Bulletins, No. 2 and Nos. 4 to 15 
ONCE GE FURROW So ccssSsccscsseviasseosccses (ea.) .25 


EXAMINATION QUESTIONS and SOLUTIONS 


Questions, 1950, 1954, 1955, 1956, 
1957 (ea.) 50c¢ 


A guide for exam. candidates ............ 50c 
Binder for bulletins ..............:cccccessseeeeees $1.00 
Binder and set of bulletins................ $3.00 
Solutions 1956 only ............ccssccsceseeseeees 50¢ 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 
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versity of Toronto Schools, Bloor Street 
West, Toronto. The chairman is A. J. 
Little; panelists include W. J. Ayers, C. L. 
King, L. J. Smith and W. G. Thompson. 
Toronto members are asked to publicize the 
forum as much as possible. This is a pro- 
ject of the Public Relations Committee in 
conjunction with the Toronto Daily Star. 


C.A. CLUB OF OTTAWA 
Mr. G. W. Rowley, M.B.E., secretary of 
the Advisory Committee on Northern De- 
velopment, was guest speaker at a luncheon 
meeting of the club held on January 15. 
He spoke on “The Canadian Eskimo” and 
brought out some little known facts about 

these people and their way of life. 


EDMONTON C.A. CLUB 


Graduation ceremonies for the 40 newly 
admitted Edmonton chartered accountants 
were held on January 9 at the Northern 
Jubilee Auditorium. The presentation ad- 
dress was given by Mr. J. L. Helliwell, 
C.I.C.A. president. President of the Alberta 
Institute, G. E. Gee acted as chairman. E. 
A. Christenson presented medals to W. K. 
Detlefson and J. Kramers who obtained the 
highest aggregate in the intermediate and 
primary examinations, respectively. 

In the evening the Edmonton C.A. club 
sponsored a dinner and dance at the Mac- 
donald Hotel. Club president G. E. Wood- 

+ man greeted the new members and their 
ladies. 


@ 


INCREASE Their 


@ By factoring their accounts receivable. 

@ Save collection and bookkeeping costs and avoid credit losses. 

@ The low cost way to convert their tied-up capital into working cash. 
FOR FULL a PHONE OR WRITE 


LOWEST RATES — 


Cost a 


ReeoRrmawrt?e 


400 Ontario . Ww. Montreal 2, Que. 





HELP YOUR CLIENTS---- 


WINDSOR & DISTRICT 
C.A. ASSOCIATION 


K. W. Lemon, F.C.A. of London was the 
guest speaker at the monthly dinner meet- 
ing of the association held on February 2 
at the Norton Palmer Hotel. He spoke on 
the new Estate Tax Act. Prizes for the 
highest marks in the 1958 uniform exam- 
inations were awarded to R. R. Emery, 
final; J. F. Duchene, intermediate; David 
Lesonsky, primary. 


C.A. STUDENTS OF NORTHWESTERN 
ONTARIO 

The third annual meeting of the associa- 
tion was held on January 29, 1959 and 
the following executive was elected: presi- 
dent, R. Scott; vice-president, A. D. Durant; 
secretary-treasurer, J. R. Rhoades; directors, 
E. M. McMahon and J. Rosetti. 

The meeting followed an interesting tour 
of the Great Lakes Paper Company Limited 
and a dinner sponsored by the company. 


EDMONTON STUDENTS SOCIETY 


A Students Society has been formed in 
Edmonton to encourage educational activi- 
ties supplementing those provided by the 
regular course of instruction and to co-ordin- 
ate sporting and social activities within its 
membership. Derek Holden is president, 
Douglas MacDonald vice-president, and 
John Bernard secretary-treasurer. Advisor 
to the society is Gregory Greenough, C.A. 

The first function of the newly formed 
group was a social in the Strathcona Legion 
Hall attended by approximately 70 students. 


Working Capital 


Factors 


tcemetr?e so 
AVenue 8-5115 
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e STREAMLINE PAPER WORK 
e CUT DOWN ON ERRORS AND OMISSIONS 
e CUT COSTS AND INCREASE EFFICIENCY 


Office automation is no fearsome “bogie”... 
but a beneficial, easy-to-manage aid to modern 
business. A key to automation is Private Wire 
Teletype which provides the interconnecting 
link between all standard business automation 
machines using common language tape. 


Your CP-CN communication specialist will be 
glad to explain the many advantages of 

PW Teletype and its application to your office 
automation programme. Just call your 

nearest Telegraph office. 























CP-CN Telecommunications serve all Canada 
«+. and are linked with Western Union 
for Canada-U.S.A. PW Service. 
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+ or commercial. 


CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


RECENT GRADUATE CHARTERED AC- 
COUNTANT required by Hamilton firm of 
chartered accountants on salary basis with 
prospects of partnership. Box 861. 


YOUNG Jewish chartered accountant, small 
practice, wishes to discuss possibilities with 
individuals or small firms on per diem 
or eventual partnership basis. Toronto. Box 
863. 


ACCOUNTING PRACTICE WANTED: 
For Montreal and vicinity. By direct pur- 
chase or succession arrangement. Box 865. 


ACCOUNTING PRACTICE WANTED 
in Edmonton area by outright purchase or 
agreement for succession. Box 866. 


AVAILABLE — Chartered Accountant, 
Commerce graduate, managerial experience, 
invites correspondence with practising firm 
requiring competent, conscientious C.A. 
having successful background and diversi- 
fied practical experience. Box 864. 


IRISH CHARTERED ACCOUNTANT 
seeks position in B.C., either professional 
Age 27, five years experi- 
ence with professional firms since qualify- 
ing. Arriving B.C. in April. Box 857. 


Inventory 


PRACTICE WANTED: Chartered account- 
ant with wide professional and commer- 
cial experience wishes to purchase account- 
ing practice preferably in Ontario. Would 
consider partnership or succession agree- 
ment. Box 862. 


CHARTERED ACCOUNTANT: A large 
corporation requires a qualified man to 
handle audits and special assignments re- 
lated to subsidiary companies throughout 
Canada. Salary and future prospects for 
promotion are better than usual. Answer 
in writing indicating starting salary desired 
to Box 858. 


THIRD YEAR STUDENT required for 
smaller office North Toronto. Reply in 
own handwriting stating all pertinent de- 
tails as to age, experience and salary ex- 
pected. Box 859. 


INTERNAL AUDITOR: Internal audit de- 
partment of company with head office in 
Toronto offers the recent graduate an un- 
usual opportunity to capitalize on his profes- 
sional training and progress rapidly. North 
American operations provide broad scope 
for men with management potential. Box 


860. 


Blank, per 50 of either .. $1.00 


Blank, per 100 of either.. $2.00 


and 


Available in English or French 


Liability 


Certificates 


in blank only. 


Postage or express collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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For nbpold ov 
CANADIAN BUSINESS 


it’s MY BANK «= MonTH By MONTH... You can keep 
re} abreast of the Canadian economy by reading 

the B of M’s Business Review. Only four 

pages, it combines detailed surveys of indus- 

tries and regions, with over-all analyses of national business trends. 


Ask for your free copy at any of our 750 offices 
across Canada. Or simply write: Business Devel- 
opment Department, Bank of Montreal, P.O. 
Box 6002,.Montreal 3, P.Q., and have your 
name added to the permanent distribution list. 





Bank OF MonrTREAL 
Canadas First Bank 


working with Canadians in every walk of life since 1817 


Fifth Summer School in Accountancy 


McGILL UNIVERSITY, MONTREAL 
July 6 through July 31, 1959. 


Students who have been preparing for their Intermediate or 
Final Professional Accountancy examinations outside the university 
are invited to complete their studies by attending the fifth Summer 
School in Accountancy. 

The school’s expressed aim is to give a short period of full 
time university education in accountancy to students resident on 
the campus. While the examination requirements of the profes- 
sional bodies are studied throughout, the school offers pre-emi- 
nently a broad education in Accounting and Auditing. The syllabus 
followed will be that officially announced for the Intermediate or 
Final Chartered Accountants’ examination, as the case may be. 

Classes will be held each day, for six hours, from Monday 
through Friday, the week-ends being left free. Professor Kenneth 
F. Byrd will direct the school, assisted in the lecturing by members 
of the School of Commerce and other experienced professors. 

Apply promptly to the Secretary, School of Commerce, Sum- 
mer School in Accountancy, McGill University, Montreal. 








BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, i 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN f 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - . - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors | 


Canadian Bank of Commerce Chambers - Hamilton, Ont. | 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


802 Bay Street’ - - . : - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building . Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2286 Albert Street - - - Regina, Sask. 








LIFE INSURANCE 


NORMAN COWAN C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


ESTATE PLANNING ASSOCIATES 


E. L. ARCHER D. BRAINERD CARLYLE 


Licensed to North American Life Assurance Company 
SUITE 510, STERLING TOWER BLDG., TORONTO EM. 4-0241 


APPRAISERS 


W. H. BOSLEY & CO. 

Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 
W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 

Murray Bostey, B. Comm., F.R.I. RaymMonp Bostey, C.P.M., F.R.I. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


847 BAY ST., TORONTO, ONT. EM. 8-2023 
J. I. Stewart, M.Como., M.A.I., A.A.C.I. G. I. M. Youns, B.Sc., A.R.LLC.S., M.A.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET TORONTO EM 8-2316 


R. S. CHAFre A. D. MacKenzrm, P.Enec., M.AI. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S. 


CHANGE OF ADDRESS 
Members and students who change their address and advise The Canadian 
Institute of Chartered Accountants of such change should also notify their 
own provincial Institute. 
Periodic reconciliations of mailing lists are carried out but to ensure prompt 
receipt of all provincial Institute mail, it is essential that the secretary of the 
provincial Institute be notified directly. 











Prospects 1959? 


The February issue of our Investment Review, ‘Prospects 
1959" discusses the key factors to watch and weigh in 
determining the Canadian Economic outlook for 1959, and 
the factors likely to influence the bond and stock markets 
in the coming year. Copies are available on request. 


Telephone EMpire 2-5811 


or write 


— Burns Bros. & Company 


Members of Toronto Stock Exchange, 


Canadian Stock Exchange 
44 King St. West 507 Place d’Armes 
Toronto Montreal 
Hamilton Winnipeg 


Burns Bros. & Co. Ltd. 

44 King St. West, Toronto 

Please send me a free copy of your Investment 
Review — “Prospects 1959” 


Specializing in 


Professional 


Group 


Continental | 4 ccident and 
Casualty | Sickness 
Company | INSURANCE 


Ross D. HErns 
Vice-President and 61 Years of successful underwriting 
Canadian General Manager Claims paid exceed one billion 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





THE 


estate tax 


The 1500-page CCH Canapian Succession Duties 
REPORTER reproduces and comments extensively 
upon the new Estate Tax Act, the Dominion Succes- 
sion Duty Act (still operative for estates of persons 
who died before 1959), the Gift Tax and the Ontario 


and Quebec Succession Duties Acts. 


Monthly reports keep this loose leaf REPORTER 
up to date on regulations, decisions and changes in 


the law texts. 


Up to date stock transfer information on Canadian 
and U.S. stocks is an exclusive feature of this popular 


CCH REporTeER. 


The Estate Tax Act — Gift Tax 
The Dominion Succession Duty Act 
The Ontario Succession Duty Act 
The Quebec Succession Duties Act 
Stock Transfer Requirements 
Stock Transfer Directory 


Full text reporting of pertinent court decisions 


ONE LOOSE LEAF VOLUME — TOPICALLY AND CUMULATIVELY INDEXED 
$30 PER YEAR FOR TWO YEARS $32 FOR ONE YEAR 


No Installation Charge 


WMO NOM MMOOMMAAANN Nh hhh nn°nwye 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 132 St. James St. W. 
TORONTO 19, ONT. MONTREAL 1, QUE. 
RU 3-3335 VI 9-6954 





